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PREFACE 


The pace of economic developnieq^ in India has been quickened 
appieciabl^ in lecent ^years, especially since th^* advent of the 
Cdm^ress Ministries in several of the Provim'es. Although barely 
two years have elapsed since the last edition of this volume was 
published, extensive chanj^es have had to be made in almost every 
chapter. In fully revising- the volume for this fifth edition 
opfiort unity has been taken to bring facts and figures up to datt; 
and to review the economic ptfsition of India ifi i elation to recent 
world trends of recovery a^'d ‘ lcc^ssion *. 

In Cfi.ipter I, ‘Industrialization: Means and Methods’, recent 
measures loi establishing state-aided Industrial Credit Corporations 
in the Uiyted Provinces and Bengal have been noticed. In Chapter 
II, ‘ Industries > Old and New *, the striking increase in industrial 
production in thq last lew yc^rs and other developments such as 
the establishmc*^^ of the cement merger ,and the steps taken by the 
Government to extend help to cott£.ge industries have been 
considered. In Chapter III, ‘ Industrial La{)our the labour policy 
Of the Congress! Ministries, ‘the progress mhde by labour legislation 
(Cential and Provincial) during the last two years and the worlc 
^f the Textile Labour Enquiry Compiittees have been dealt with. 

» Space has been found in Chapter V, ‘ Transport for a review of 
recent railway finance, the recommendations made by the Railway 

• Enquiry (Wedgwood) Committee, co-ordination of road and rail, 
tfic Motor Vehicles Bill, the new Road. Resolution (1937) governing 
the road policy of the Central Government, and the fresh attempts 
at regulation of coastal traffic. In Chapter VI, * The Trade of 
India ’, the partial recovery in the external and internal trade of 
India as well as the setback due to the ‘ recession ’ ol American 

origin and otKer factors has been discussed. The two Chapters 

(VII and VIII) -on Currency and Exchange have been brought up 
to date and include a brief account of the move for the devaluation 
of the rupee- In Chapter IX, * Prices in India *, the lipiited rise 
in 'Indian prices followed by a downward tendency due to world 

causes has been noticed. In Chapter X, ‘ Banking and Credit *, 

the attempts made to link the indigenous bankers with the Reserve 
Bank of India, the working of this Bank during the first three 
years of its existence and the present position of banking legislation 
in this country have been discussed. The revised Chapter XI on 
Finance and Taxation deals with the present revenue position 
of the Central and Provincial Governments with special reference 
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lo the new excise poli(7tin favour of prohibition, public expenditure, 

the proposed reform of the income-tax through the new Income- 

'I'ax Bill, and the working of the Niemeyer Award. In Chapter 

XII, ‘ Unemployment \ fhe discussion of the problem of unemplo\- 

1 • ' 

ment has been brought up lo date •and recent Governiiimt measures 
lo cope with this problem*, have been noticed. In the last 
chaptci, ‘ OttawA and other Trade Agreements’, the negotiations 
for a frcsti Indo-British Trade Agreement, the breakdown of the 
Textile Talks at Simla and the revised (1937) Indo-japanese Trade 
Agreement have been surveyed and the question of exploring the 
possibilities of further bilateral agreements for India examined. 

* Bombay B. Jatiiar 

\n:'emhcr, igj 8 G. Beri 
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CHAPTER I 

industr>i!\li»ation: means and methods 

S I . Protection as a help towards iifdustrihlization. — ^The people 
in .this country have aiwavs looked to the State for leadinf^ the 
nation into new paths, and the extreme form of individualistic 
philosophy which once dominated popular thouj^ht in hm^land and 
which reg’arded all State interference as ‘ mere vanity and vexation 
of ^spiiit ’ never had much follownnf^ here. And it is all the less 
likely to gain adherents in Indj^ now that it j>tands largely dis-*. 
credited in England itself. The State will, therefore, be called 
upon active!} to interest itself in the matter of industrialization and 
take the initiative in devising and enforcing measures calculated to 
promote it. TJie first place among these measures is generally 
accorded fo a definitely protective tariff. 

^2. The main^ argument for protection in India. — In suppor t 
of the policy of j^roteetk^n #for India , the» main empha^ j*^ Ig g«*ni>gQlly 
placed on what is called the infant indiistiy argumen t. It is assumed 
t hat under protection a large number of iiylustries will spring up 
;vad, if assured of reasonab le profits during the early years of 
dev elop nie n t.^lh ey will rapidly grow in strength and efficiency so 
t jiat they will be a ble eventually to dispense with all artificial aid! 
and t hat the loss entailed c^p-ing the ^initial stages oT development 
wdl^ ^re* Uian c overed by the ^ihi mate advantage to the natio g. 
.The Fiscal Commission quote w’ith approval the following words of 
Professor A. C. Pigou, pointing out their obvious applicability to 
India : ‘ The case for protection with a view to building up produc- 
tive pdwer is strong in any agricultural country wdiich seems to 
possess natural advantages for manufacturing. In such a country 
the imnvdiate loss arising from the check to the exchange of native 
produce for foreign manufactures 'may well be outweighed by the 
gain from the greafer rapidity with which the home manufacturing 
power is developed.^ The “ crutches to leach the new manufactures 
to walk **, as Colbert called protective duties, may teach them this 
so much earlier than they w'ould have learnt it,^if left to themselves, 
that “the cost of the crutches is more than repaid.’* 

§‘3. Protection and diversification of industry. — The developmen t ( 
of a varied type of industry d s in itself a desi rabble goal a s affording 
^ employmen t of different grades of s kill ^nd as having 

a salutary influence on the national character, and in so far as 

Fiscal Commission Report^ ^ar. 74. 
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protection leads to such development we have another argument in 
its favour. It would, however, seem needless for this country to 
undergo any special sacrifice for the express object of securing a 
sufficient divcrsificatioH of industries, as this object will be inciden- 
tally fulfilled even if protection iVi extended Only to’ those in^Justries 
which will eventually, be abje to discard it. 

§4. Protection and national self-sufficiency. — Protection is some- 
times advocated on the ground that Jf rjin ho used for making a 
puntrv e conomically It may, however, be pointed 

out that those who are in favour of protection are also for 
encouraging exports by every possible means. But this is clearly 
incompatible with the ideal of self-sufficiency as imports niust 
increase pari passU with exports. Apait from this consideration, 
it may be questioned whether national sclf-siilficicncy is any more 
desirable an ideal than individual self-sufficiency.^ As Dr Edwin 
Cannan remarks, ‘ Ihe superlative protectionist is 'the hermit who 
declines to buy anything from his neighbours And a hermit 
nation is no more worthy of admiration than a hermit individual. 
A nation which refuses to buy anything from Other nations must 
cither itself produce all tliat it needs or must without some 
things which add to its well-being; in either case Ihere will be a 
loss int terms of welfare. / Generally soeakintr . the ideal of self - 
sufficiency should be pu rsued only within the limits set by the 
fTflnclpli* nf rpm parativ^ cost , anQ protection thought of only in 
connexion with those industries in which a country possesses un- 
doubted natural advantages. ^ 

The doctrine of national self-sufficiency i*; often supported t/om 
the s tandpoint of national defence . National safety, it is argued, 
requires that a country should aim at economic independence even 
if this should entail a permanent burden on the communjty. It 
may^ indeed be feasible and desirable to sacrifice economic co n- 
and to niiiLSP certain indust ries for the avowe d purpos e 
of national defence. And yet it would be sheer folly to try to . 
regulate tEe whole of the normal peace_economY on a war basi^ 
The^ fact tliat India is a huge country possessing varied resource s 
brings self-sufficiency more within the bounds of practicability f or 
jh^ than, for example, for a country like Great Britain. She 
need not, for example, depend on foreign countries for her Jood 
supplies. But I it is neither possible nor desirable that she should 
be completely independent of other countries for the satisfaction 
of all her wants. Even as regards niilitary not all of^ 

them can be broduc ^^yj jp thp /^nnnfry some of them cannot 


* Economic Journal (March 1919), p. 79. 
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be produced except at too heavy a sacri fice. Thf* prtnriplp of, 
pr otecting aa indu stry on the gr ound thai it ig ogcpntial fhn 

purpose of nati onal defence, i s v alid en o ugh in a general wav .* but 
i n every case *.t will b f* nr»rnrnnry— Irn iirnijr jii. milit fl rY pf 

the industry against tne rngi^naJ 

it^ and ‘ the final decisibn must be based on a^ sense cjf proportion V 

The following extracts from Mr Aldous Huxley’s book, Ends and 
AfvanSy’^ are interesting as illustrating a new point of view on the 
subject of national self-sufficiency: ‘ For the sake of prestige and 
out of f%ar of Avhat might happen during war-time, most govern- 
ments now desire, whatever the cost and however great the 
natural handicaps, to produce v^ithin their own territory as many 
as possible of the commodities produced moiV easily elsewhere. 
Nor is this all : the progress of technology has made it possible 
for governments to fulfil such wishes, at any rate to a considerable 
extent, in practice. . . . The influence of nationalistic idolatry is 
now so ^trong that every contact between nations threatens to 
produce discord*. Accordingly, the less we have to do with one 
another, the morifi likely arc w'^ to keep the peace.’ 

§5. The ciftse of basic industries.— Basic industries o r * kev 
industries ’, that is industries whose products are utilized as raw 
maten als, jin assured supply of whjc h tjie prosperity of > a large 
" ^imber of imp ortniit Ind nstries dependft^ ha ve be^ recogn izexl as"' 
Qpprliil r/Maal/lprnf inn Thc work of Electing incfust rios 
-for pro tection on this ground requires^ particular care, and vigilance, 
for al most j e ycry industry xvill de gjand protectiof*. on ^ the plea* that 
it 4’fe i n some * sense or other a basic industry ; and the interests^of 
the consumers ar e liable to be needles^Jly and recklessly sacrifi ced. 

'« Frotcefion and public revenue. — Apart from rapid industrial 

development, other advantages are also claimed for protection. 
It is said, for example, t hat protection will have a sa lutary effect 
on ^the public revenue s. To say the least, however, this is highly 
problematical. Jf.^ before levying protec tiv e duties, c ertain co m- 
modities were beirtg admitted free of duty, it is obvious that so f^ 
th c jtjcorfic from customs duties w ill •increase. On the other hand, 
however, the inevitable rise in prices will decrease the taxable 
capacity of the _consumers .^ ^ If it is a case of raising an existing • 
duty, on the imported article for purposes of ''protection, thc effect 

' Fiscal Commission Report, par. 107. * pp. 42-3* 

* The rise in prices will not? be limited tq the protected connnodities but 
will generally extend to other commodities as well by ‘ sympathetic * action, 
locally produced substitutes for the imported articles being the first to be 
affected by the rise in price of the latter (see Fiscal Commission Report, 
par. 79). 
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on the revenue will depend on the quantity that continues to 
be imported in spite of the higher duty. If the duty is re ally 
effective, the imports ou^j:hl to ci^ntrapt rapidly with corresp ond- 
ing ^miiiution _o£ -reVrCiiui:. It is conceivable th;^t a very hi^h 
import duty even uith a grc^itly — vnfi>mp of hnpoi^s 

would happen, to be most satisfac tory from the rt^^uc point of 
vjiUA'^ but this result cannot be counted upon. In any casc,~^it 
wQii]d--always _be necessary .to make sonic^clc iduc tjo n on a ccmintHjf 

tlte smaHer- U-xabUi capacity of- -the- xionsiunecs* *11 is further 

conceivable that prote i ^tion, by concentratintr wealth in the hands 
of a small number of peopl e engaged <-in the favoured ind ust n es, 
may increase the yield of direct taxes like income-tax (with dts 
Visual riccompaniments of exemption of minimum income and 
projjreshion) ; the larger yield from the higher incomes may oiit- 
wei^^h the reduced yield from the taxes on the smaller incomes, 
direct as well as indirect. The net result of protection on revenue 
depends on so many complex factors that it is impossible to predict 
with confidence whether the revenue will ^ain or lose. 

These considerations apply to sl]ort-period r('si.‘lts. If, however, 
we take a sufficiently lon^ 'period for the protei'tiw duties to work 
out their full effects and i( we assume that they have been wisely 
levied, }he public revenue ouf»ht certainly to beneiit in the long^ run 
from the enrichment of the country andMhc ,qfreater taxable capacity 
qf the* people. Hut we must keep the short-period and lonj^^-period 
effects separate, and a country entering upon a protectionist rejjime 
oujjht to be ^prepared for difficulties in connexion with balancing 
its budget.^ « 

^ 7 . Strong sentiment for protection in India. — The polRw of 
free t r^le until recently pursued by the Government w^as particularly 
unpopular owing to the suspicion that the open door in India was 
favoured by England, not slTlnuch Tn IhdTa~^s as~tn he*r owm interests. 
The~WSy in wlilcir Lani^shirc wa^_a]loA\:ed tQ_Eaa<33le from Ji me. to 
time with fiscal and industrial policy in this country strefigthcned 
this altitude of distrust. Further, the memories of bygone days, 
when India was renowmed fqr her manufactures, 'added poignancy 
to the natural regret felt by patriotic Indians contemplating her 
present insignificant position as* an industrial nation. Other coun- 
tries like the United {States, Germany, and above all Japan, appealed 
to have prospered exceedingly under, and because of, protection; 
and arguments, however plausible, that their prosperity was mainly 
due to quite other causes and that** protection was rather an 
• 

* For example, the protection to sugar, textiles and matches having been 
found to entail a loss of revenue, the policy of excise duties on sugar and 
matches had to be adopted in the Budget of 1934-5. 
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impediment than a help to their industrial development, failed to carry 
conviction. It was poi nted o ut that England herself had discarded 
protection only when her pre-eminence in industry had been securcFy 
csfablislied and^^that anyhow the beginnings (Jf the free trade regime 
in England aimecl at «assisting industry by withdrawing protection 
from agriculture. Lastly, since 1915; Eng land hcjsclf_ has been 
drifting steadily into a_policy of protection anrl it now scarcely lies 
in* her mouth to preacVi free trade to India. 

The enormous i ncrease of public expenditure s ince the War had 
a 1 r ea d y vom p elled our Government very ifreatly to increase dutie s 
on i mpor ts — a proced ure y^’hich was unintentionall y protective as 
r egards many manufactures. i?uch protection being ‘ casual and 
haphazard * was bound to ('ari«y wilJi it cert^dn undesirable con- 
sequences. It gave shelter \vithout any assurance of a permanen t 
policy and not' necessarily to industries which deserved it. High 
customs d uties intende d for revenu e but a ccidentally protectiv e may , 
far from ^accelerating In dians developmen t, actu ally hinder it very 
.serioiis lv, for e,x ample b y taxing raw materials and semi-manu- 
fa ctured articles.* ‘These circumstances may be said to have 
facilitated the A'hent of f'on.scious and ^deIiberate protection in this 
country. However it was not adoptee! , and it would have been 
wVong if it had V)een adopted as a kind of pis aller. Protection 
<\as introduced for the pof^itive benefits e,xpccted from it and not 
merely as an escape from a system of unintentionally protect i\p 
..revenue duties. 

S8. TIv; cost of protection. — ^The doctrine of pj-otection pps- 
seifises a certain persuasive plausibility, and its appeal is instant to 
the man in the street not accustomed to economic analysis. In 
order, however, that protection should be used to the best advantage, 
it is necessary to have a clear idea of the various kinds of sacrifice 
it involves, and an intelligent attempt must be made to minimize 
the sacrifice. I n the first place, protection will necessarily increas e 
the cost of Hying . T he consurn ers will suffe r as well as _thosp 
in dustries w hich are not protected , owing to increase of expejj ses. 
The burden impo.sed on unprotected industries is commonly ignored 
and that is one of the reasons why protection finds ready adherents 
amongst the unin.structed public.’ * ^ 

‘ Wages ma y rise with the cost of living but generally they do not 
rise as fast as prices . ^Although the skilled labourer, especially 
in the protected industry, will benefit, the unskilled labourers, on 

i 

' * For every plus there must be a minus ; perhaps people .arc protectionists 
merely because it is generally ea.sier to see one plus than a multitude of 
minuses.’ — C. H. Oldham’s article ‘ Industrial Ireland under Free Trade * in 
the Economic Journal (June 1917). 
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account of their excessive numbers, will probably be \^orse off as the 
result of protection. *rhe of t^e ^9^^nnrfr may 

also pait^ularly in the neighbourhood of indus trial cen tres^ but 
it is doubtful wluilher t,licy win^quile overtake the increased eo^t ot 
living. As regards the ownei -culfeivato r, h is expcnsec will be STre atcr 
owi ^ to the |:)ip h<*r iny ^hnir he may employ 

aiTd the highei pi ices for his i mplements. On the other hand, he 
uill gel more 'for iFe"' piodiice he sells." But it he has not mu^h 
surplus to sell, he will lose by protection. The middle classes wil l 
undoiibtedlv be the losers under a protective system, for their 
incomes will not rise in pioporlion to op as fast as the increase“Th' 
prices. 1 he nmltfle (lasses, however, have been the strongest 
sdpjToitMs ol piotec<.ioii in this country. To some extent, no doubt, 
that is because theii education and enlightenment enable them to 
take a bnxid national view of protection. 'I hey wplcome it in the 
interests ot industrial advancement and aie prepared cheerfully to 
face the hardei life which it must mean to them as a class. But 
their enthusiasm for protection is also largely the product of igno- 
lancc and incapacity to leali/e vivjdlv its inconvntniences. When, 
however, it has been in acilual opeintion lor somc!^ time and pro- 
duces the expected consequemee ot enhanced prices, it will be 
surprising if the piesc^it enthusiasm of the niiddle classes for 
protection does not sensibly cool ofl. 

Discriminate protection. — The polu \ of Discriminate Prote c- 
as adopted in India aims at giving the necessary stimu lus to 

industrial development \NhiIe minimiiAing the burdon c^n t he 

community. This involves granting protection only *to industfies 
wh ich are p iove d to be suit.ab le, a nd insistence on the adoption of 
cfli cicnt methods as one of fhp upressary mnditinns nf ndmissinn 
the benefits of protcc tion. Wise discrimination is essential i n the 
bVst interests of the industries themselves X High clutics Tn^s cri- 
minatcly le vied on import s aie lik ely t (5 S imul ate a h^st of wea k 
and in efficient enterprises. Their inevitable collapse will shflke th e 
confidenc e oLcagltal,. w hich is,cj^enti al for steady iadustr ial progres s. 
They y e also likely to unsettle laboi^ ^'cause k \<^i ll be attracted 
from the sound to the unsound industries in the period of unh ealthy 
tjSHjm-Xau^ed by indiscriminate protection and will be involved in 
the ruin sure to oventake them sooner or later. 

The following general principles of discriminate protect ion .,* as 
enunciated by the Fiscal Commission , h ave been adopted for the 
guidance o f the Tariff Bo^rd — a body ‘first appointed in 1924 to 
« 

' There is, however, the possibility of a fall of prices of agricultural 
produce due Co the curtailment of exports following curtailment of imports 
which protection involves. 
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consider the claims for protection put forward by different industries 
from time to time.^ 

(i) The industry must be one possessing natural advantages, 
such as an abundant supply of raw materials, cheap power, 
sufficient supply. df labpur, and a large home market. * No industry 
which does not possess some comparative advantages will be able 
to compete with the successful industries of the world on equal 
tewns, and therefore the natural a dvanta ges possessed by an Indian 
industry should be analysed car^ully, in order to ensure, as far 
as possible, that no industry is ‘protected which will become a 
permanent burden on the (jpmmunity. 

r no The industry must be one which , without the help of t 
protectiorC ^i s cither not likely 4o develop at al l oft! i s not likely* 
to develop so rapidly as is desirable in the nf <-1^^ 

country. \Jfc- ' 

(iuj The industry must be one which will eventually be able 
to f ace vyo rld competiti on without protection. ^ 

Other subsidiary suggestions arc that industries subject to the 
law of as w^ell as those which promise , before 

long, to satisfy the entii^ needs of tlte country should generally 
be regarded as fit subjects for protection . On the other hand, as 
[T'general rule, ah industry which can never meet more than an 
ifisignificant proportion of the home demand, should not receive 
protection. Protection of one industry may possibly injure another^ 
but it should not necessarily be refused to an industry on this 
ground for* there may be la net advantage on the ^ whole. Lij|ce 
?o!?%umers, the producers also must sometimes be prepared to 
sacrifice their interests when a policy framed in the general interests 
r>f country requires it. 

'‘TTOtection may sometimes have to be resorted to or increased 
as a measure agamgt Humpin g. When dumping is clearly proved 
to exist and to be injuring some industry whose prosperity is a 
matter *of national concern, a special dumping duty may be 
necessary. Similar action may be justified against the goods of 
a coyntry who^ currency is seriously depreciated, enabling it to 
export them at prices which arc excessively low in terms of a 


* -It may be noted that while perhaps discriminate protection is a new 

phraae, the principles embraced by it are not new. , 

• The adoption of this policy of discriminate protection has, according to 
some critics, led in practice to an indiscriminate refusal to protect on the part 
of the Government. If, however, it is true Ihat the Government have been 
unduly cautious, the fault of this cannot be laid at -the door of the principles 
of discriminate protection, which are opposed not only to too much protection 
but also too little protection. 
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'datively stable foreign currency. Lastly, bounty-fed articles 
ymi ng f rom abroad 'may s pecial measures of protec - 

tion and there is already letral orovisiop in this country for deali ng 
w ith such a contingen Ty^ Act XIV of 1899 provides that ‘ where 
any country pays directly or indirectly any bounty upon* export, 
the Governor-Jjeneral-in-Coiincil may, by notification in the Gazette 
of India, impose an additional duty on importation into India equal 
to the net amount of such bounty ' 

I n the opino n of the Fiscal Co mmis sion the industri es that will 
be found to d eserve prot ection wjU g enerall y be you ng ifi dustrics. 
Th ey recog nize, however, that occasiopally cases may arise where 
pr otection Jivcn to a strong an d ^ mav**be 

*^iistiiia hlc so as to^ enable it to ret^over from temporary depression 
due to causes beyond its control. No universal and dogmatic rule 
can, therefore, be laid down as regards the stage of development 
at which protection is justified. 

In the case of absolutely new industries, however, ^thc Com- 
missioners think that it would be running too great a risk to grant 
protection relying on ‘ the anticipations of the promoters * of the 
new venture rather than ori actual facts. But ever: in dealing with 
existing industries, it will not be possible altogether to avoid the 
traflTic iji anticipations “and uncertainties. Whaf' the Tariff Board 
will be expected to proitpunce judgement upon will be precisely tlic 
^nticipSation of the applicants for protection that with its help their 
industry will prosper and be able ultimately to stand on its own 
legs. No dopbt, the industry being al'-eady established, there will 
be some solid facts to go upon, making the forecast aboul -its 
future course so far less speculative. The speculative element would 
be greater when it is proposed to extend protection to an industry 
in order that it may develop some new branch. The Commissioners 
do not look with disfavour on the policy of protecting an industry 
on this ground.^ Jt is thus clear that the element of uncertainty will 
always be present in a greater or less degree in every cast where 
protection is demanded. It may happen, however, that even in the 
case of an absolutely new industry, reliable dat^ aVailable in jother 
countries where it has been securely established, may be of such a 
character ^as to leave no reasonable doubt about its success here. 
The Fiscal Commission think that generally in the case of ,new 
industries, protection will not only be objectionable but unneces- 
sary, as the financial necessities of Government will compel the 
retention of a general level of fairly hijgh revenue duties and this 
will give all the protection that is necessary at the start. But this 


See Fiscal Commission Report, par. 100. 
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rather underrates the difficulties of making^ a start and loses sight 
of the fact that, in some cases, the beginnings may present far 
greater difficulties than the^ later stages of development and may 
require assurance of substantial help from* the State before an 
industry, otherwise promising, cait be started at all. The principle 
of the Government assisting new ventures*by providing the necessary 
guarantees for a bank granting accommodation (sec vol. I, ch. xiii), 
which has been favourably it reived in most quarters, is not essen- 
tially diJTerent from the principle of giving consideration to them 
with a vtew' to protection. The main point involved in each case is 
whether the industry satisfies the general conditions laid down above. 
However, the Fiscal Commissioii*s suggestion that bount ies should 
b e the rule rather than a protective tariff in the case of new 
i ndustr ies, seems sound because so lon^ as an industry is not 
supplying any considerable proportion of the total needs of the 
coimlj-y, a protective duty will entail too heavy a bur den on th e 
consumer, 

After it is d eV^ided to ^rant protection to an industry, t he next 
important question is t(> gettle *the rate^ of protectio ii. Too heavy 
a rate would be wasteful and demoraliz ing. The industry shou ld 
no^t be prot(>cted so thoroughly that it ceases to exert itself any 
ftirtherV V Vhat is really w ^anted is a stimulant and not an** opiate, 
'Hie task of fixing- upon a mte of duty that Is just and not toq, much 
or too little, is most difficult, and jn^ this connexion t h e questioft 
V)f relative costs will demand careful considerati on. It will be 
necessary t^i. make sure lh*it the relatively higher ebsts in India 
arc? nqt wholly due to inefficiency or other c'asily preventable causes. 
Again, for co mparing the co.sts of production in India and foreig n 
dbuntri es, aver age firms will have to be t aknn ahH no ^ .more than 
ordinarily effleaent or more than ordinarily inefficient firms . ^ Tj^ 
rate of pro tec tion must also be cons idered in relation to the co n- 
venience of the consumer. A high rate may have the advantage 
of bringing about a rapid development, but it may have to be low 
none the less, so* as to prevent an undue rise of prices, and a 
comparatively slow^* development may* have to be accepted as the 
lesser evil.^ 

* To get an idea of the complexity of cost analysis, the reader should 
refer to .Sir J. C. Coyajee, Tht* Indian Fiscal Problem^ pp. 36-7 ; V'. G. Kale, 
Economics of Protection in India; C. N. Vakil and I^. C. Munshi, Industrial 
Policy of India with Special Reference to Customs Tariff ^ pp. 82-5 ; and the 
various reports of the Tariff Board. 

* In this connexion attention may be invited td Article 3 of the Indo- 
British Agreement between His Majesty’s Government and the Government of 
India concluded early in 1935. (The Agreement was to remain in force during 
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§io. Dangers of protection. — The Fiscal Commission refer 
approvingfly to Lala Harkishen Lai’s maxim, ‘ Nurse the baby, 
protect the child and free the adult *, ,as a fj^ood summary of the 
correct principles of protection. The last pprf namely 

the freeinjj of the adult, present!; one of the toughest problems of 
protection, because t{ie a>dult is apt to kick and otherwise make 
himself unpleasant if an attempt is made to ‘ free I him from his 
protectionist fetters which he finds very comfortable on the whcfle. 
When an industry comes under protec tion, it will naturally try t o 
retain the advantage as long as possibl e, and one of tlie nieth ods it 
may ado pt in its prosperity and make a show of infantine 

helplessness. But the dangjer in t<liis is that it may be taken at '’its 
word and p rotection may be witfidra w n on the ground that U ie 
industry has not derived any benefit from i t. The other method is 
/to bring political jnfhiencc to bear upon the authority inve^sted with 
tGe power of lessening or withdrawing the duty. To fix a definite 
period for protection at llie time of granting it is not practicable, 
because the conditions affecting the industry^ cannot be counted 
upon to remain unchanged. If* conditions ate fundamentally 
changed, it will be necessary to reconsider the position and possibly 
extend the period of protection. 

The* Fiscal Commission express the; view that the only way pf 
maintaining satisfactory* control would be for the Tariff Board to 
feview periodical ly the position of the protected i ndustr y and make 
reasoned recommendations ?s to wh ether the duty should be 
COTtii med-of '‘witlidrawn and, i f contin ued, w hethe r the" rate should 
be modified . ^ 

To perform this task effdetively and without prejudice or favour, 
requires rare intellectual and moral qualities besides a thoroug'h 
knowledge of economic theory and facts. It«is, therefore, necessary 
to choose the personnel of the Tariff Board with the greatest 
possible care. The success of the protectionist experiment ^depends 
on the manner in which this body works, for the Tariff Board has 
been erected into a kind of deus ex machina whiqji is expected to 


the currency of the Ottawa Agreelnent of 1932.) Under this article, the 
Government of India undertook that the measure of protection to be affo^ed 
to an industry should only be so much, and no more than, would equate 
prices of imported goods to fair selling prices for similar goods produced in 
India. A direction to ^is effect was accordingly included in the terms of 
reference issued to the special ^Tariff Board appointed by the Government of 
India in Septen^ber 1935 to inquire into and report on the protection to the 
Indian cotton textile industry against textile imports from the United Kingdom. 
In former years the Board was given discretion to determine its own method 
of arriving at adequate protection for an industry. 
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solve every difficulty that will arise in givings practical effect to the 
policy of protection.^ 

The real difficulty of the Boaid \\ill begin when powerful 
vested interests^^arisa under the shelter of .a^^rntective tariff and 
seek to manipulate it in a selfish spi rit and thp pn^jiiHlrp of th e 
count ry \r\ The experie nce of Jthis^and otjicr countries 

shows that a competent and hone^ jud iciary ca n b e obta ined if^ 
serk>us attention is g-iven to th e matter , and if a pure judiciary can 
b^secured, there is no reason to despair of securing a competent 
and incorruptible Tariff Board. But it is a more difficult matter to 
secure a Legislatuic and a ijovcrnnient not liable to be influenced 
by particular interests in shaping^ the tariff policy of the country. 
In most countries which have acJbpted protection, tariff legislation 
is the resultant of the struggle of interested cliques and rarely 
follows a definite intelligent plan conceived in the interests of the 
country as a whole. 1 he Fiscal Commission, however, point ou t 
that the danger of political co rruptio n is not so great i p 
m some ot h er countries on acc(2u n t . of. the, jvarifity. - o£.~interests 
represen ^d in th e 4^c*gi_s latuj:e^and the im portant position whi ch the 
agricultural_^and lande d infe rests will_alwavs occupy in the legis- 
lative bodies. This is perhaps taking an unduly o ptimistic view of 
tI7e*situation and underestimating the danger^ of political corruption. 
Tffe interests which prosper *under protection will be able to com- 
mand larger resources and better oiganization than the int^rests^ 
(^>posed to them, which would be too varied in character to combine 
effectively. At the same time all these dangers have jto be faced 
now.that the pkinge has been taken deliberately. The utmost publi- 
city should be given to the invest igatioqs by the Tariff Board into 
thyp conditions of the industries soliciting special tieatment. This 
w^ould reduce the danger of corruption, provided the public is 
sufficiently instructed and vigilant. It would be highly desirable if 


* Mr N. S. Subba Rao in his Presidontial Addross nt the Indian Economic 
Conference, Allahabad, rq2q, suggested that the present Tariff Board in India 
should be converted into a National Economic* Board on the lines of permanent 
bodies like the Tariff Commission and the Federal Trade Commission in the 
United States which make investigations as the result of a cornprehensive 
plan -of action. The ‘•Tariff Board may be suitably cplargcd and allowed t(^ 
appoint sub-committer-s and individual expert investigators. It should have 
power- to make inquiries and surveys on its own initiative, arfd submit recom- 
mendations to the Government from time to time. This would replace the 
present hurried and piecemeal investigations, jead to an oiderly economic 
development and facilitate the necessary industrial adjustments In the country. 
Sir H. P. Mody suggested in March 1936 in the Assembly that the Tariff 
Board procedure should be revised to make it more speedy and effectiv^e as 
in the case of the Import Duties Advisory Committee in Great Britain. 
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consumers also learnt to organize themselves into powerful 
associations and helped to keep protection within legitimate 
bounds. 

Besides puli tjcaM’orrupitioay an other evil to b e .guard ed against 
y js t he develop jiient. of <^omhi nations of man uf acturcr .s^ wh ich is 
stim ulated by protection.. Here again it would fall to the Tariff 
Board to make sure whether a combination that may have arisen 
is actually injurious to the ('ountr> and, il satisfied that such is •the 
case, to recommend diminution or withdrav\al of protection. 

Siir. Protective export duties. — Something has alr<fady been, 
said in another connexion about the ee momic effects of restrictions 
on the free export ol the raw iiYiterials of industry, and we Itave 
’ seeti that expo rt duties cause_ disproportior^t^ 
produ('er of raw materials without being of appreciable-. assistance 
to the manufacturers. The duties would have to be very high even 
to produce a comparatively small difference in the cost of the 
finished article in favour ot the home manufacturer as the cost of 
raw materials generally forms but a small part of the total cost of 
the manufactured article, and the hardship to the prodiu'cr will be 
so great as to make unthiiikable the adoption of any f>eneral system 
of protection on this plan. Moreover, if protection to a particular 
industry is necessary, "its burden should rest as far as possible on 
the shoulders of the wdiole community. It is a wTong principle to 
•penalfze only one particular class for the benefit of the protected 
industry. For this reason, as wc* have already suggested, bounties 
and protective import duties are to be preferred to p^xport duties. 
Another objection to export duties is the risk of •a loss of»the 
foreij:*!! market altogether,, as our bitter experience in the case of 
saltpetre has shown. • 

Si2. Other essentials than protection. — India has adopted pro- 
^tection as an essential aid to the speedy development of industr ies. 
We cann ot, however, merely legislate a nation into wealth and 
prosperity, and proteefTon aloiic will not convert the Vn edleva l 
o rganiza tion of a co un tr y M TTtO'~^!rTlp-tO-date niodeffT organizatio n 
as it w’crcB}r~tTie wand of a magician.^ Eve n with protection^ a 
co untry may remain for ever economically bac kwa r d in the absen ce 
of an adequate development of indispensable adjuncts of mode rn 
ccon omicTiie such as an etficient banking organization, a prgpmy 
developed system of transport, a sympathetic railway and shitjTping 
rates policy, an effective marketing organization, an efficient 
system of commercial and rindustrial intelligence, adequate command 
of capital, etc. 


‘ See Coyajee, op. cit., pp. 33-4. 
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§13. Education. — Above everything else, what is required is a 
change in the mental outlook of all classes of people in India. ^ 
We have loo lo ng been under the spell of the mischievous 
ideas tha t povc^lv is inevitab le and that vNealth and industrial 
gre atness comparable to tho se achk*ved by the foremost European 
natTons are beyond the reach of India. .Thi: diffidejocc and lack 
of enter prise u liich characteriz^the Indi an peopl e tod ay, are^defects 
largely attributable to the present f aulty sys tjan-jo f ed ucation. It 
has long been a commonplace of educational discussions in this 
country that from top to bottom *our educational system is too 
literary and academic, and tltrij jt is necessary to give a more pract i- 
cal* b ent to it. l ^e idea that all education creates a distaste for 
ni^ual labour i^ erroneous for, ^uite on the contrary, n_ sen sibly^ 
planned s\stem of education will take par ticular care to emphasi/q 


* \skod by old pupil what hi‘ tlioufjlit of piotiction for India, Dr 
Alfied Marshall wioU' — ‘ 1 ha\o no obic tlion o n ptinLipl n to thr ** nrotoction 
of nasciMii Indirin mdusities Rut i customs lanll is .in oxponsivr* m etho d to 
this cm l: and under ^vi^inij circumstances jt would f^niic h E uropean capitalists 
rather lhan Indian. Thci eforo»l thii^k it shn^ild not be appl ied until oih^r 
methods have 1m en tried, not until thos e industr^is which alre.uly recei ve a very 
ht fih piotection f rom ci)Sl_gi (‘o somi cases double cost ol carriage) 

hav^ j>uccf « de d in eyeing Lndl'iP eOtCi;piii»f‘. Strori|{ cases in point ^ undci- 
st*n<I to Im the le.ithcr, papi 1 and oil-sced industms It India h.ul n score or 
tw'o of men like Mi Fata, and some thous.inds of nun with Japanese interest 
in realities, with viiile contempt of mere speech-making in politics and laW 
dourls , anrl with no scorn for woik on thiff^s while the mkid wms full of 
lhou(^htSf Indu'^ would soon be it gi<at nation. Nothing could stop her: n/> 
taiilf^could hinder hci : she would enter into lu 1 herilagi Hut so long as an 
Indian tvho has received a high education geneially spends his time in cultured 
ease, or seeks money in Indian l.iw suits — vvhiMi aie .is hainn of good to the 
cdunlry as the sand of the seashon- — nothing can do lu 1 much good ; so long 
as, with^the exception of Bombay cotton which after all is of Parsec origin and 
a few works of which Mr Tata’s are at the head, all enteipiise seems to be in 
European hands, in spite of the fact that the unhealthiness of India for the 
young children of Europeans is in effect a protective duty of perhaps 50-100 per 
cent in f.ivoui ot Indian enteipiise in India as against European. For twenty 
years I have been urgiAg on Indians in Cambridge to say to others : “ How few 
of us when we go to th^ West think of any other aim s.ive that of our individual 
culture"^ Does not the Japanese nearly always ask himself in what way he can 
strengthen himself to do good service to hif country on his return? Does he not 
seek real studies? Does he not watch the sources of Western power? Is not 
that the chief reason for Japan’s quick progress? Cannot we imitate her? Do 
we o*»ed any other change than like the Japanese, to think of our country in 
the first place and ourselves as long way behind? ” *— (A. C. Pigou, Memoirs 
of Alfred Marshall, p. 472). For better or worse (we think, on the whole, 
for better) India has made up her mind in favour of protection. None the 
less, Dr Marshall’s words deserve to be pondered over; for, protection or no 
protection, no considerable economic progress is possible unless the defects in 
national character wluich Dr Marshall points out are remedied. 
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thc^jjjjji ciple of the djgni ty of labour. One of the ideas in a sound 
scheme of education would be to make the scholar use his hands 
and eyes as much as possible. Subjt;cts like drawing and manual 
training, wdiich arc very valuable from this point of view^, must be 
included in the curriculum for* primary education. Lack* of any 
education or 4 of edupaticn of the proper kind not only makes the 
I ndian workman incnicie nt and unreliable, but also kills all de^e 
for self-improvement. Education will Tievelop his wants , p mcFUf ^" 
i n him an incentive ta work more and better in order to satisfy them , 
and raise the whole tone o f One of the difficulties under * 

which Indian industries labou r, is thafe skil l ed labourers as well "as 
. supervisors and forem en have, often to be impnr teH frrLm 

thu.^mjpgnrt^^^ naturftllv c xpens lvie and they have to be 
given 'I high scale of wages and, in ad di tio n t o Ihi s , Jicayy^ expen- 
diture Jias to b e incu rred in j^onne^ xion with their repatriation*^ 
The Fiscal Commission recommended that the Government shouJ d 
make the training of apprentices one of the co n d iti ons of^th e tender 
when they place important orders with foreign fin ns. Besides skilled 
labourers, supervisors and foiemen, it is necesSVtry to have Indian 
managers. Xbe system oV State, teclmical. se.hnlnrship g 
satisfy the need, for , the-ne cessary training in this co nn exion on ly 
to a >v.erv limited ekte nt The only real sdliition is to slart 
technical institutes of all grades in thc~c^ntry Ttseir so as to TnalJc 
• if possible Tbf‘‘T r^dT^nhdusTnes dispcrf^t^wHirToreTgTi labour” of 
every k ind. . Research in industrial problems is a function of the 
highest imF>©rtance and the necessary^* institutions Foy^thU pnrpp^P 
must be created and maintained either at private or at jtuhllr 
expens e. For industrial progress something more than mere tech- 
nical knowledge is required. Men of insight, daring and organiziag- 
ability arc necessa ry to lead the co untry in the industrial marc^ h 
and to enable it to keep pace with other nation s. T he nmltiplj - 
cation of comm ercial colle ges is lik ely to help men nf thig typ p 
to discover themselve s. The pr^psent deficiency in this regard is at 
least partially due to the fact that our educatjonal system has not 
hitherto made it its special business to foster {he 'qualities required 
for making a successful business man. The ex cessively literary 
charactey of the education, which was originally intended merely 
to provide for the administrative needs of the Governm ent, ha^ 6een 
i n some meagre mitigated in recent years by the increasing^ im - 
portance ^iven tn ijnn teaching of modern science in our schools 
a^ universities. ^The personal contact with specific realities and 
th? exercise' in ^rifiable reasoning which the laboratory' makes 
possible, have an obvious bearing on the thoughts and actions of 
men, which are thereby turned into useful practical channels. 
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Commercial and technical schools and colleges ought also to have 
the same desirable effect. (The increasing keenness of the struggle 
for existence .is gradually iorcing t he educated classes to seek 
careers in business rather than in Goverfimcnt servi ce^j ^yfay h 
cannot possibly* pro\ide for an unlimited number of graduates. 
The attractions of Government service and th«» overcrowded orofes- 


sions of law and medicine will diminish when other numerous 


opbnmgs are oflered b) the development of industries. l Ul the se 
changes are already perceptible, "bjiit only just percepti ble. T hey 
mil St pr^eedTa r ~iri di e* TTi^d 1 \ than^atjnes^it, andJ^oxJ'h is heroic 
effpi tl_ QLC necos'^Y^ In ‘order t o improve _ aiid^ ovtcnd pHnrntlnnn l 
a nfl industrial opportunities. t 

§14. The position of industrial education in India. — The Govern - 
ment seem to have realized their ncccssi t \ and i m portaiice^ as e^ly 
as 1888, 'when a Resolution was issu ed on the subject calling ugon 
the Provincial Governments to tajvc a ction in th e m atter. The 
prircfTca F yTlcTt o 7 ~this, howcwoi, was almost ml and for a long 
time the Victoria Jubilee I'echnical Institute, started in 187^ in 
iJon^ay, chiefly Throimn ^ private effo rt s to provi Hr^ — of 

inst ructio n suitaCle to the needs otjdie gr owin g local mill industry. 

the only instltutTon of its kind in th e ('ount£j'. The inv est igatio n 
into t he defects of t he edu cationa l sys tem o f Ijidia js et o n f oot by 
Lor 9 Cii rzon, who c alled. cx jicyts at 

Simla in 1901, rais ed the question of t echn i cal education once morj* ? 
but the only practical outcome ol this was some improvement in 
tli^ teaching* s^f science at the unwersities and the institution of 4 
nuiti!)(^ of tec*linical scholarships by t he Go yernment of India to 
en able TndTans to_proceedto En gland and Am erica. I 'his syste m 
also did not work wel l for se \ eral r easons, such as the s el ection o f 
unsuitable candidates, tjie diffic ulties expet lenced b\ Indian scholars 


abroad in getting real practical knowledge in regard to Jthe 
technique and organization of industries, and t he difficulty ^ of 
providing suitable empioymenF for^~thcm on their return. The rules 
in connexion with flvese sch^ar ships have been recentlv revised so 
as to t remove some of these defects. * 

In recent years t he giipstif^n of technical and general educat ion 
has figured promipenlly in public discussions. It receLye<L detaije^ 
attention at the hands of the Industrial Commission (1916-18), 


Ler) Commission (1917- 19) and t he c om- 

v,, the Government of Bombay in iq 2 i . The 

Industrial Commission made a number of recomm endat ions for 
(i) the provision by local Governments and authorities o^ a^suitable 
system of primary education with an industrial bias for the artisan 
and labouring population, including subsidization of such of the 
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employers of labour as mig-ht undertake to supply educational faci- 
lities for the benefit of their employees; (ii) provision of industrial 
or craft schools under the control of the Department of Industries 
for coltag-e industries-; and (iii) provision for the training of men 
for organized industries. These were divided into the manipulative 
industries sueh as mechui]^ical engineering, and non-manipulative 
or operative industries, sucli as the manufacture of chemicals. The 
training for the foremen was to be given in the works themselves, 
to which theoretical classes were to be attached, though in some 
eases like the textile trade, in technical schools with vforkshops 
attached to them. For the operative industries technological schools 
were to bi‘ started with attainment of practical experience in the 
factory In addition to the exisliiVg provincial institutions the Com- 
mission rec'onimended the establishment of two Imperial ('ollcges, 
one for the highest grade teaching of engineering, and the other 
for metallurgy and mineral technology.’ 

Undi>r the it)To Reforms, education became a provincial trans- 
ferred subje ct, the promotion of industrial and technical education 
being cont rolled by the ProvincialiPcpartments Of Industrie s. But 
owing to financial strin g ency , n o so lid results Itkve so far been 
achieved . ICven primary education is making very slow progress 
in spite of the enabling and compulsory Primary Kducation Acts 
that have been passed dn several provinces and the raising of the 
vige of employment of children in factori(‘s b} the Factory Act of 
1922. Recognizing the nec(,'ssity of a wader extension of technicai 
education and industrial training, the Government jof Bombay 
appointed a committee on technical and industria‘i education., in 
February 1921. 1 'he committee produced Uvo reports, one by the 
European majority and the other by the Indian minority (the Presi- 
dent, Sir M. Visvesvaraya, supporting the minority), the main 
points of difference between the two sections being in regard to 
types of institutions, number of pupils to be trained and estimates 
of cost, and organization and agencies for carrying out the’" scheme. 
The majority held the view- ‘ that the best meaps of giving practical 
training to young men is by establishing apprentice schools attached 
to large workshops and factories ’, and put the estimate of the 
number <.0 be trained in these schools at 600,* The minority 

* The Indian School of Mines at Dhnnhad was opened at the end of*. 1026 
and is intended to serve a training ground fur mining engineers and geologists. 

* The majority also made ^recommendations for the education of factory 
children or half-timers in the * three Rs ’, with a practical industrial bias. 
While the employer’s initiative in this respect should be encouraged by the 
Government, the duty of imparting such education should rest with the Govern- 
ment, who should, if practicable, make such education free and compulsory. 
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objected that although such part-time schools attached to the small 
number of factories and workshops existing then would be useful, the 
provision for such a small number would be thoroughly inadequate. 
They thcreforfe proposed * an extension and improvement of the 
existing system,, by th§ institution of full-time djiy industrial schools 
with workshops and laboratories attached * making^ provision for 
about 31,000 pupils. 

, It has not been fotind possible, however, to take action even 
on the limited scale contemplated by the Majority Report, though 
the weaving schools maintained by the Department of Industries 
continue to help the hand-loom industry. Thus the present position 
in Regard to general, technical and commercial education is unsatis- 
factory and the actual provision fcliat has been made by Government 
or private effort can scarcely be called adequate considering the 
huge size and large requirements of the country. Also as the 
Hartog Committee remark, ‘ such of the attempts as have been 
made to provide vocational and technical training have little contact 
with the educational system and are therefore largely infructuous 
Jii5. Stores f^urcha^e policy. — "r jie vario us public departments 
as well as the r^iilways in* th e country purchase immense quantitie s 
ot stores ot all n? Thds7 m any of which ^ were till recently importe d 
fwm abroad, mostly from England, through the Stores Department 
ot the India Office, London.* Government stores imported in IQ14-15 
were valued at Rs. 7 crores, in 1921 at 16*25 crores and in^igzS-^ 
^a( 10*09 crores. In recent years the value of the Government 
stores imported has appreciably deefeased, being .j*27 crores in 
TQ^-2, 1*95 'qrores in 1933-4 2*48 crores in 1936-7. One way 

of pnV^nur;urinp- industries would be to make purchai 
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^ oods. There are some who would go even further than this and 
would have articles of ho me manuf acture preferr ed even if they 
were to cost considerably more. Such a policy would entail an 
i ^r$^5 r bur gen on ( he taxpayer and would, stnctly shaking; 
amount to a grant o f protection. « And before, action is taken^ under 
it in favour o^^a particular industry involving considerable increase 
of public expenditure, opportunity might well be given to the Tariff 
Board to express an opinion on the matter. In any case, th e 
question would require to be considered in the light of thn princip les 
of protection jis out lined abo ve. It is not clear whether the rules 
to which we have referred required ^ preferential purchase of 
Indian goods even when their prices were appreciably higher.^ 
Ffowever that may be, in actual piacticc, according to the finding 
of the Industrial Commission, preference was given to British stores 
even when they could have been supplied equally well both as 
regards price and quality by Indiaii manufacturers, who were 
handicapped in various other ways in meeting the demands of the 
Government departments when competing with tenders received by 
the India Office Stores Department in London.* The failure on 
the part of the Governm(:nt to avail IhemselveSs of the stores 
purchase rules and utilize fully the manufacturing capacity of the 
country was attempted lO be excused, if not justified, by pointing 
out that there was no ^suitable inspecting agency to direct and 
advise 'the indenting officer in India, who relieved himself of all 
trouble and responsibility by sending orders to the India Office. 
Stores Department in London.* The explanation provokes the query 
why steps were not taken to provide the requisite agency tfor 
obtaining expert advice, and it cannot be accepted as a sufficient 
and satisfactory answer to the charge of remissness and. 

' A Government Resolution on the subject issued in 1^28 contains the 
following instructions : * The departments of the Government of India or the 
officers expressly authorized by them in this behalf may, when they are satisfied 
that such measures are justified, allow a limited degree of preference, in respect 
of the price, to articles produced or manufactured in India. Subject to the 
above, preference in making purchases will be given (a) to 'articles which are 
produced in India in the^form of raw materials or are manufactured in India 
from materials produced in India over articles wholly or partially manufactured 
in India frttm imported materials or articles not manufactured in India, 
provided that the quality' is sufficiently good for the purpose; (6) to articles 
W’holly or partially ^manufactured in India from imported materials over articles 
not manufactured in India, provided that the quality is sufficiently good for 
the purpose ,* (c) to articles of foreign manufacture held in stock in India 
over those which would need to be specially imported provided that they are 
of suitable type and requisite quality ; (d) to articles manufactured abroad 
which need to be specially imported.’ The Railway Board ‘follows a similar 
policy in purchase of stores by and on behalf of railways. 
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anti-national conduct levelled against tfic Government by their critics. 

idea that it is possible to regulate the^ stores purchase p olicy in 
such a manner as to stimulate Indian industries was endorsed by 
the Indian^ In dust rial Comniis_^x}ru- HEven if the policy of ‘ fair 
field and no favojjf * is jdopted, without what we may call protective 
preference being shown to Indian manufs^ctures, the advantage of 
securing the large custom of the Government would in itself act 
as ,a healthy and valuable stimulus. Also, as the Industrial Com- 
mission have pK)inted out, if certain suggestions for improving the 
method of placing orders were accepted, not only would existing 
industries benefit, but also ^ew industries might be started. For 
ex^ple, if instead of allowing unnecessary diversity in orders for 
the same kind of goods, standard patterns were» adopted, it might’ 
be profitable to put down special plant in India in view of the 
large demand for goods of a standard type which would thus result. 

AAHt h the progress of industrial development it is becom ing 
more and more possible for the Govern nient to have their needs 
s upplied by local. ind ustries, particularly as arrangeme nts have now 
been made for renac^ ing. the diffi c ulty arising from lack of infQj t^ 
'^ mation as to sources and ma rket values, bl Indian, supplies and the 
absence of an inspecting^ _agcncy. The Stores Purchase Committee 
ap]poInfc 3 " 1 ir~accorfiance with the Industriaf Commission’s ^recom- 
mendation supported the latter’s suggestion that a central expert 
agency for the purpose of inspecting Government stores shodld be; 
t;stablishcd. The Indian Stores Department was instituted accord- 
ingly, and tljough it is intended primarily to serve the; Government 
of India, it istopen to the Provincial Governments, municipalities. 
Port a\ithorities, company-managed railjvays and other public or 
s^mi-public bodies and Indian States to avail themselves of its 
services. The principal officers of the Stores Department as at 
present* constituted are *a Chief Controller of Stores, Director of 
Inspection, a Director of Purchase and Intelligence, and a Deputy 
Director* of Purchase (Textiles). The Dep«irtment acts in an ad- 
visory capacity as ,a purchase and inspection agency, scrutinizes 
the indents with *3 view to preventing orders being placed abroad 
when purchases of goods of indigenous origin arc possible subject 
to conditions of price and quality, purchases and inspect certain 
specified commoditfes in India, acts as a central bureau of informa- 
tion.on all matters connected with the purchase and prices of stores, 
and discharges other important functions so as^to encourage Indian 
industries. Local purchasing branches have been created at 
Calcutta and Bombay, and inspection agencies at Madras, Bombay, 
Karachi, Cawnpore and Delhi. For the convenience and en f^onrage- 
ment of Indian firms competing with foreign firms, the Department 
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has adopted and is prog^rcssivelv developing the policy of inviting 
r upee tende rs for defivery in India. In orT^ to~ en^re the su c- 
cessful working ol the rupee tender system, t he consulting engineers 
to the Hi gh CQmmisj >inp^r in T^ondon h ave been appo inted expert 
advisers and have opeactLji,, branc h offi cQ in ^-Calcutta for tha\ 
purpose* Arj^ important part of the wo rk o f the_Stores Department 
consists of making continual Jnvestigations. mto the poteniialitics of 
indigenous sources of supply, resulting in a constant enlargement of 
the list of approved contractors in India-^ 

Tin pursuance of the policy of the Government as enunciated 
in 1928, articles wholly or partially n^anufactured in India w^orth 
Rs. i 5’S6 crores were purchased for Government use during ^.the 
'eight years, 1928-9 to 1935-6, by •■the Indian Stores Department.^ 
§16. The Industrial Research Bureau. — T he Fifth Industries 
Conference of Juljj^ ^934 considered a proposal ta jeslabluih a Central 
Industrial Intelligeni c and Research Bureau witk a view to the co- 
ordlnatFon of research. The Bureau now called the Industrial 
Research Bureau was established in April 1935 witl^ a research 
branch at Alipore. The Bureau js attached toi the Indian Stores 
Department and has beert given a grant of Rst 5 lakhs spread 
over a period of three years.'* Its functions are: the collection and 
dissemination of induiftrial mtelligence, collaboAition wdth indu'^tfV 
in^industrial rcseaich^ tjie publication of appiopridte bulletins givh.g 
/idvic^ with a viow^ to industrial standardization^ and assistance in 
the organization of industiial exhibitions. The need for such ,1 
central agen^> and the Aalue of indufitiial lescaich can hardly be 
exaggerated. r 

§17. Work of the Provincial Departments of Industrie^. — We 
have already referred to the establishment of the Provincial Depart- 
ments of Industries as recommended by the Industrial Commission.’ 
The main woik of these departments falls under three classes: (i) 
Jpromotion of f&jTnical and induslriaT' education ; (ii) supply of 
Industrial intelligence; and (iii) assistance to industries, t financial 
as well as by means of arts and crafts depots .and industrial exhi- 
bitions.^ Their activities ar ^. however, larg ely devoted to the 
development of cottage’ and rural indust ries rath er than^^Jarg^- 
scal^mdps try .. Success on the lines and the scale antici pate d by the 
Industrial Commission has not been achiey ^d bv the Departments 

‘ State Action in Respect of Industnest ig28~35, P* 27. 

" ibid., p- 47. 

* See vol. I, ch. xiii, §4. 

* For an account of the work done in the various provinces see A. G. Clou, 
The State and Industry ; and State Action tn Resfect of Industries^ 1^28-3$. 

* These activities are reviewed in the chapter following. 
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of Industries, because of want of fund s and the irreat change, since 
t he time o f t he Industrial Co m mission , i n indus trial conditions. The 
c onslitution al ehang-e^ of 1919, by which responsibility for indus- 
trial development devolved largely on the * provinces, have also 

handicapped the adoption of a systema tic and compre hensive 

industrial polic y. A certain amount of nsefal co-oWination has, 
however, been effected through the annual sessions of the All-India 
Inclustries Conferent'e which are attended by the Provincial Minis- 
ters and^ Directors of Industries agd also representatives of some 
Indian Stales. Comparatively greater success has attended the 
efforts of the Benf^al Industries Department, which with its fully 
adequate staff and after the oprtiing- of a research laboratory in, 
Calcutta, may be ref’arded as well equipped to carry out the policy 
recommend(‘d by the Industrial Commission. The Industrial Chemist 
in that provinc'e has undertaken a number of inv(‘sti^ations relating' 
to the better utilization of raw materials available in Bengal. The 
Bengal 'I'finning Institute is doing research w'ork on problems con- 
nected with local jeg.ther and tanning. We may also mention the 
^industrial survtws carrieci #ut in*the Unjtcd Provinces, Bengal and 
Madras. Demonstration fac'torics hav^‘ been started in some 
provinces. But ur^fortunatcly only a few of^them, as for example, 
t(je manufacture of ink in l^fadras, have proved successful? others 
like the Government tannery at Lahore and bobbin-manufacture in 
the United Provinces have failed. * 

We have already referred to the Acts passed by* some of the 
Provincial l!e{jislatures for giving financial assistance *to Industrie^. 
These* Acts have been in force in Madras, the Punjab and Bihar 
and Orissa since 1923. Similar Acts ‘passed in Bengal and the 
(Central Provinces became law in 1931 and 1933 respectively. Under 
these Acts, loa ns can be given to private enterprises for starting' 
nW indus^ic .s subject to certain <;-nndiiinpg. In^ ^ ^al op er ation 
Th ese Ayts have been of grnater to cmall^ ra ther tha n to large - 
scale industries.* The failure of fhe few big loans given to large 
concerns Til?c tl^c Carnatic Paper Mills (Madras) and the Indian 
Steel * Wire Products Ltd. (Bihar) only serves to emphasize the 
need for special measures to solve the problem of financing large 
industries. 

jPhe Report of the Madras Department of Industries for the 
yeaf ending March 1935 confessed that during the jSeriod of twelve 
years that the State Aid to Industries Act had been in force, it could 
not claim to have achieved any measure of success in stimulating 

^ See Proceedings of the Fifth Industries Conference (1933) and D. R. Gadgll, 
Industrial Evolution of India (third edition), p. 313. 
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Industrial development, and sujjgested that, following the example 
of the United Provinces, a special committee should be set up to 
formulate a new scheme of financial aid to industries. The Com- 
mittee in the United" Provinces known as the Industrial Finance 
'Committee had been appointed in 1934 under the "chairmanship of 
the late Sir S. N. Pochkhanawala. This Committee held that direct 
State aid to industries was not desirable. It recommended the 
establishment of a joint bank called ‘ The United Provinces Industrial 
Credit Bank, Limited \ with a capital of Rs. 25 lakhs, with a 
Government guarantee for a maximum period of 20 years of a 4 per 
cent dividend on the shares free of tax 'In order to provide long and 
short term credit to major and minor industries. The Committee 

r 

also suggested the' starting of a new marketing organization to be 
called ‘ The United Provinces Financing and Marketing Company, 
Limited *, run on joint-stock lines with a capital -of Rs. 5 lakhs, 
to be underwritten by the Industrial Bank.' The United Provinces 
Legislature approved of the (n)vernment’s scheme generally drafted 
in accordance with the Committee’s recommendations, in June 1936.“ 
The Bengal Legislature also approved the establishment of an^. 
Industrial Credit Corporation in December 1936. It is meant 
for providing loans for the establishment of small-scale industries 
by released detenus and by any Bengal citizen who can put 
forward feasible propositions. It remains to be seen how far these 
iiew experiments in industrial finance will fulfil the purpose in view. 

From the above survey ,it will have been clear that since the 
War India has entered upon a new phase of development. The old 
policy of laissez-faire has given place to a policy of active iiuer- 
vention on the part of die Central as well as the Provincial 
Governments to regulate and expedite industrial advance. 

* Slate Action tn /?t'A/)<v/ of Indu^tnr:^^ p. 42. 

® Further particulars of tlii^ scht-iuc* are indic.itrd in the sretions dealing 
with Industrial Financ<* in ch. x. 



CHAPTER II . 

INDIAN iSiDUSTRIES: OLD AND NEW 

§1. Scope of the ^chapter. — Indian industries may be divided 
iifto two classes : (i) industries carried on in’ the home of the 
worker which may be called the cottage industries. Here the scale 
of operations is small, Organization limited and the supplies intended 
largely for meeting local needs. These we shall cJiscuss at the end 
of this chapter; (ii) organized Vidustries carried orn in the work- 
shops or factories which vary in size from simple rural factories 
carrying out a single operative process to the large textile mills 
and engineering workshops employing thousands of hands and pos- 
sessed of a complete orgariization, both for manufacture and trade. 
Organize^ industries connected with j^griculture such as tea, coffee, 
indigo and sugar industries have been already treated under agri- 
^ culture. We shall no\v frst of all attempt a description of the 
principal organfzed industries of the new type in India. This will 
give us some idea of the advance in industrialization already made 
and incidentally throw light on the manner in which J:hc new 
protective system is bciilg applied under the guidance of the Tariff 
Board. * • 

* §2. Statistics of industrial develppment. — A fair idea of the 

extent of iiid,ustrial devclopftient in India can be formed by a copi- 
bi«cd^ study 6f the follow'ing statistical sources : (i) the Industrial 
Census in India taken in 1921, (ii) Large Industrial Estahlishmenls 
hi India (19J5), (iii) returns of Indian factories under the Indian 
Facto|;ies Act in 1935, ^and (iv) the returns of Joint Stock Companies 
registered in India and elsewhere than in India but working in 
India in 1933-4. 

(i) The Industrial Census in ^India^ taken in 1921, returned 
15,606 establishmei\ts (employing more than ten persons) giving 
employment to 2,681,125 persons, the number of females employed 
per 100 males being 36.^ The Census statistics exclude agriculture, 
but include coffee, tea, rubber and indigo plantatione as also 
mining and quarrying. 

*Jn all 8,015 establishments used power of one kind or another : 
5,293 used steam, 1,333 oil, 1,137 electricity, 165 gas, and 85 
water. The use of electric power is increasing as shown by an 

‘ For further details regarding the description of the various classes of 
establishments the reader is referred to the Statistical Abstract for British India 
<1928-9), Table No. 315. 
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increase in the number of the group of gas and electric works from 
14 factories employing 4,680 persons in 1911 to 81 establishments 
employing 11,528 in 1921. 

(ii) Lnrge Industrial Establishments in India.r — The statistics 
given below are taken from '* the publication Earge Industrial 
Establislinjcnis in hi/iia in^iqj^ (^937)- 


Large Industrial Establishments in India (1935) 


Kind of Kslal)Hshm<'rU 

Number 

! ' Persons 

' employed 

• 

1 

I. I t A.'»/rA ' 

753 

1 

("ottofi (Spinning, \V(.‘.nini» and otluT faitorios) 

308 


lul. Mills 

104 

280,968 

Silk Mills 

' 

7.<'S<> 

Woollrn Mills ... 

15 

6,346 

II. Kiij^inrcriug-- 

8S8 

220,Stf7 

Dockyards 

12 

4.530 

Kloclrical Kn^;in<*ering ... ...i» w.. 

'04 

1 7,723 

tif n(*ral Knf^int'cring ... ' 


45, 

Railway Workshops 

171 

113,610 

Shipbuilding and Kngineoring 

« 

16,53^ 

f 

( 

III. Idinerah and Mcta ]\ — «... ... * ... 


56. 

Foundries 

70 

4,371 

'' Iron and Strrl Mills 

8 

34,t>53 

Petroleum Refineries 

12 

11,050, 

« 

IV. Food, Drink and Tobacco — 

^>057 

257.5^4 

Flour Mills 

7^ 

■ 5,952 

Rice Mills ... ... »• 

1,380 

78,900- 

.Sugar I'actories 

174 

72.935 

Ds'i Faclories ... 

9P4 

66,376 

'Pobacco Faclori* s 

30 

ii,93<> 

Chcniit ah, Dva, cic . — 

5^; 

^t»53Q 

Dyeing and Bleaching ... 

53 

» 7,362 

Chemicals 

23 

4.183 

Matches 

61 

21,440. 

Oil Mills 

245* 

1 

14,934 

\9. Paper and Printing — 

■15 f 

^8,622 

Paper Mills 

.9 

6,698 

Printing, Book-binding, etc. 

427 

40,284 

Paper Pulp 

I 

,665 

VII. Processes relatinj^ to Wood, Stone and 



Glass — ...» 

3 J 2 

87,066 

Tiles and Brick Factories 

138 

15,317 

Saw Mills 

149 

14.396 

Glass Factories 

59 

6.953 
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Kind of Establishment ; 

Number 

Persons 

employed 

• 1 
VIII. Processes connected with Skins and Hides — j 
Leather and Shot's ... ...» ... * 

Tanneries 

• 6S 

1 1 

30 

^ T 

10,276 

4.250 

4,oSc) 

IX. Gws and Presses — ... 

Cotton tjinning and Baling 
• Juto Presses ... 

2 , 7 J() 

2,547 

104 

180,153 

X. Miscellaneous — ... ... r 

c 

22J 


Grantl Tot.al ... 1 

4 ' 

1 

1,840,792 


The hir^^c industrial establishtnents include all factories subject 
to the Indian Factoric-> Act of IQ34 (cxceptinj^f those in which the 
averag-e number of persons employed daily is less than twenty), 
and also those eslablisliments in Indian States which arc considered 
to be of sunicient industrial importance, so far as it has been 
possible to procure inf(n*mation. 'I'he totals of the principal classes 
(I to X) are Mn italics aii.d only the main sub-classes have 

%een included m the above table. Of 'the 0,261 lar^c industrial 
establishments, .^,082 were seasonal, employinj^ 363*703 persons, 
anil 5,179 w'crc pfrennial, employing 1,477^089 persons. * 

^ (iii) According to the returns of the Jndian factories during 
1935 subject to the Indian Fa<'tories Act, the total average daily 
number of persons employed was 1,610,932 and the, total number 
of factories , actually working was 8,831 distributed a,s follows: 

Madras, • 1,491 ; Hombay, 1,746; Bengal, 1,595; United Pro- 
vinces" 496; Punjab, 669; Burma, 96^; Bihar and Orissa, 309; 
(Jentral Provinces and Berar, 6c)6; Assam, 706; North-West 
Frontier Province, 28; Baluchistan, 16; Ajmer-Merwara, 38; Delhi, 
55; Bangalore and Coorg, 2 t. Of the 8,831 factories, 5,166 were 
perennial and 3,665 were seasonal.^ 

(iv) Returns of Joint Stock Companies . — The increase in the 
pace of industrialization in India, especially since the outbreak of 
the War, may ^gauged from the ,follow’ing figures relating to 
Joint Stock Companies registered in British India and in Indian 
States in 1914-15 and 1933-4 respectively:® 

\ Statistics of Factories for the year ending December 5/, 1935, pp. i and 21. 
“'‘In the case of Indian States, only the total number of factories and their 
total paid-up capital arc given, but not the particulars under each class of 
companies. We have already given statistics of Stock Companies registered 

elsewhere than in India but working in India, while dealing with the question 
of external capital invested in India. We have also discussed the post-War 
industrial boom, the subsequent trade depression in India and the recovery in 
the last few years. See vol. I, ch. xiii, §§5, 6 and 14. 
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• 9 ' 4 -«S 

1933-4 

Class of Companies j 

1 

[ No. 

Paid-Up 

Capital 

.No. 

Paid-Up 

Capital 


» u , 

Ranking and Loan 

436 

c 

ks. 

(lakhs) 

7,80 

• 

1,796 

9 

Rs. 

(lakhs 

29.15 

Insurance 

182 

r 50 

591 

3.03 

Navigation 

-24 

1,28 

38 

0,72 

Railways and Tramwavs ... 

44 

«, 3 <i 

47 

15.10 

Other Transit and Transport 

... 


281 

3.98 

Trading and Manufacturing 

7 .S 4 

»L 32 

3 . 3 »« ' 

94.21 

Tea 

208 

4.31 

48s 

13.72 

Other Planting Companies 

2ii 

4 ^ 

94 

1.8s 

Coal Mining ... ... ...^ 

140 

6,00 

275 

11,46 

'G()ld Mining ... ^ ... ... * 

8 

33 

I 

... 

Otlier Mining and Quai tying Com- 
panies 

57 

S.76 

q8 

29.34 

C'ottun Mills 


16,70 

306 

32,17 

Jute Mills 

34 

7M 

‘ 6q 

18,75 

Mills for Wool, Silk, Hemp, etc. 

13 

1,22 

21 

2,40 

Cotton Ginning, Pressing, Baling, (tt. 



106 

2,39 

Jute Presses' 

LV) 

2.70 

33 » 

2,0.i 

Flour Mills 

3 « 

80 


1,34 

Kstate, Land and Building 

Sugar (including Jaggery) ... 

32 

2.17 ^ 


10,70 

» 22 

80 ' 

153 1 

4,22 

Other Companies ... ‘ ... 1 

123 ' 

2,05 4 

ShQ 

10, Ot;’" 

Total (British India) ... 

2, fSo 

80.24 

«.S 4 '> ' 

2,88,25 

* Total (Indian States) ... 


« 1 

5 + 

1 

8 q 4 

1 

i. Grand 'rot.al ... 

■ 2 .S 4 S 

80,78 

9.434 1 

3,00,81 


The above statistics leave us in no doubt rcgardii?^ the f^rovvin^j^f 
industrialization of India and a considerable j^rovth of larfje-scalc 
industries in the country, 'thouj^^h wc are still far from the position 
held by the industrially advanced nations of the West such *as 
England, Germany or the U.S.A. ‘ Organized industriesii as yet 
play too small a part in the national economy, and even in the 
industrial population a very large proportion is engaged in simpler, 
seasonal, miscellaneous or repair industries. Cotton gins and 
presses, jute presses, rice mills and timber* mills, engineering 
workshops, foundries — all these employ the major portion of the 
Indian population engaged in modern industry. *' All told the 
population engaged in modern industry is less, than two per cent 
of the total population of the country. 

§3. The Gotton mill industry. — ^Wc shall now proceed to gJve a 
short account of some of the large-scale industries in India. The 
first cotton mill in In dia* w^as erected at Calcutta in 18 18. TJie 
first mill in Bombay, w^hich was destined to be the 'home of the 


' See Gadgil, op. cit., p. 282. 
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cotton mill industry, the result of Parsec enterprise and 

began working i n 18^ 4. 

T he early «concentration of the industry jn the Bomba y island 
governed "npt so much by natur al and p ermanei^ factor s 
as by other advant ages « such as abundance of capita l and credit 
facilities , the pr esence of cheap and speedy means of t ransport and 
t he temporary grow th wof the demand for yarn from Chin^ , which 
Bombay was in an exceptionally favourable situation to meet. 
The ye^ ^jSyy marks the turning point in the development of the 
industry froni the point of view of its distribution. It saw the 
beginning of a rapid construction of mills in up-f^ountrv centre s 
like Nagpur, A hmcda bad, S holaf^u r, etc. s ituate d right in the heart 
of t he^ cotton-producing trac ts. This lat er distribution was influ - 
en ced to a v ery much l arger extent by natural facto rs, such as 
the vicinity of sources qL raw ^mater Jal, plentiful l abo ur and large 
marketing cen tres, and w^ lnade possible by the devel opment of 
railway co mmunicati on. Th e dec line of the China trade in yarr ^ 
from the CQ mmcnc <^nynt of the pre sent century also affected adversely 
Jonibay ' s ^ positio n o f urtequallcd pre * eminence. The swad esTii ( 
movement, moreover, stimulated the growth of weaving outside 
th<f Bombay Presidency. Latterly the d(H’'clopments in facto ry ( 
le gislation in B ritish India have set up a tendency for tfie 
migration of the industry to some of the Indian States whore the 
administration of the Factory Laws is more lax. 

Recently, there has be*>n^;i piirt nf thf; Indian 

mill§ to incrcf^sc the manufactur e of fi ner cou nts, and a certafn 
am ounT of lon g- staple cotton is imported from the U.SyAl anci 
elsewhere f or this purpos e. Bu t the s *pTrmmg“of Tin er coun ts is 
limited by the e xpensiveness of foreign cottons as well as that oP 
the new marliinerAe>.wliir h has to be laid dow n. ArT i mprovemenP 
in the quality of th^ honi e-gro wui cotton will help the situation. 

T he qcotton industry receiv^ a considerable srithbrnj^ froni th e 
c onditions created bv_±he Wa r. The large patronage extended to 
the mills by th^. Geyvernment in respect of their military require- 
ments in cotton goolds in the Eastern theatres of the War, together 
with the shrinkage in the Lancashire imports into India due to the 
preoccupation of the Lancashire mills with War work and*’the sharp 
rise, in the prices of imported cloth due to shortage of shipping, led 
to a" considerable increase in home production, though the difficulty 
of importing machinery prevented as speedy a development as w’ould 
otherwise have taken place. As it was, the home production in 
piece-goods increased from 1,164 million yards in 1913-14 to 1,614 
million yards in 1917-18. The increase was particularly noticeable 
IS regards the better class of goods of high counts which wrere 
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mostly imported before tlic War. The production of Indian mills 
in the whole country in 1936-7 Avas 4,336 million yards of woven 
goods. 

S4. Growth of tlie cotton mill industry. — followuig two 
tables bring out the progress made by the ('otton mills in the whole 
of India and* the debline' in the imports of piece-goods. 

Fable P 


Y«vir ending | 
30 June 1 

Nn. of 
mills 

\(» ol spindlf s 

N’o. of looms 

1 

Averdi^e no. of 
Iiands L*m])loy(*(i 

i «77 

5 * 


10.385 

1 

Not stated 

1<K 0 

* 9 i ' 

^.<» 4 S. 7 SJ 

40,124 

161, i8() 

nj' 4 = 


778, 895 

104,179 

260,276 

1918“ 1 

2 t )2 

(>3)53,871 

116,484 

282,227 



7 . 33 *»-i *9 

134,620 V 

343 . 7^3 

1923= 

333 1 

7 . 927,<)38 

*44.794 

347.380 

1927- 

33 ^» 

8,702.7(>o 

161,952 

384. (>23 

1930"* 

34 ^ 

ty, 1 2 4,768 

179,250 

384,022 

1932* 

339 

<), 506,083 

*86,341 

194,988 

403,226 

*934“ ' 

35 -’ 

9,613,174 

384.938 

1936= 

379 

<>,856,658 , 

200,0()2' • 

417,803 


I * 


Table II’ 



*904-5 

1 

1919-20 

( 

1 *924-5 

1 

1 1 

*930-1 1 

* 934-5 

1 * 

1 1936-7 

1 

Mill production^in Tndi.n 

67? 

1 

I ,164 

Milhou yards 

1 1,640 1,970 -’,561. 1 

* 3.397 

1 

i<S 7 ^ 

1 

Imports ... ... ' 

J,2«8 

u 

3. *'9 

1,064 

1 1,801 

882 ' 

1 

944 * 

y 

764 

rot:il ...| 

2,966 

4.323 

■2.704 

i ^ 77 * ' 

3.443 ' 

4.34* 

r 

4.336 




i 

* 


t 



The conti nuous progress of the export trade in yar n till 1904- 3 
was due to tlie geographical advant age e njoyed by Bombay wit h 
resect to tlie Chinese market. The mills in ' the Bombay islan d 
suppli ed more than ninety per cent of the tot^il exports, of which 
China absorbed ninety per cent' tapan w^ ^anoflier importan t | 
customer* till the year t8c)o. Ne w markets had a lso b een develo ped 
in the S traits Settlements and Arabia. After 1Q03 the trade de^^hn ed 
nr it hnH T he principal factors jBia t 

led to the decline were the disturbance in the exchange rates with* 


* Indian Year I^o o k. (*937-8), p. 6 q8. 

encffng^'31 August. 

• Review of the Trade of India ’(*036-7), p. 42. These figures are exclusive 
of fents. 
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China consequent^ u^on the closing of the Indian mints to the fre e 
c oinage of silv er, t he rise of the spinning industry in China , the 
shipp ing difficulties of the Indian ni^chants caused bv the War 
wfiich gave to Japa n her^covete d oppo rtu Hiity ^ th e growth of 
weaving in India ‘^itse]^ and t he neglect of for eign markets on the 
parFoFlndian producers due to th e large injern^l^profits. It may 
be noted that Ta pan Hid not appear as a rival to India "T i n th e 
Clynesc market for y arn till after the outbreak of the War. Since 
then, however, not only has she succeeded in ousting India 
the Chin^ise market but the imports of Japanese yarn_into India 
itself Tiave increased with alarming rapidity and have serioush 
affected THc p rospc r i t y of ^dur spinning industry'. The exports of 
cofton twist and'I'arn declined from 244 million Jb*. in 1899-1900 to 
193 million lb. (pre-War average of five years); to 130 million lb. 
(War average of five years) ; to 82 (post-War average of five years) ; 
and to 12*1 million lb. in 1936-7. In the same year the total 
Indian mill production of yam was as much as 1,054 million lb. 
Thus India now exports only a small peicentage of her yarn 
production, practic'dly the whole of it being absoibed in the countr\ 
'4^elf. . ' ^ ' 

Causes connected with the War led to the memorable booin 
v vhich started in ^ 917 . The capital investments in the industry 
increased from 20 84 to 40^8 crorcs of rupees betw^een 1917-18 
and 192 1-2. Under the influence of soaring prices the mills were 
V^rorking to their full capacity. The Bombay cotton mill industry 
paid very high dividends amqunting to 40*1 per cent of the paid-up 
capi^^al in 1910,; 35*2 per cent in 1920; and 30 per cent in 1921.' 

The boom lasted for a period of six > eai s ai the en d of wzhicb- 
t hc crash came. In the meanwd iile, Japan had stol en a march over 
us not only in the Chinese market but had also begun to pou r che ap 
goods Into Inlii aT ^vhich forced down the prices of goods produced 
in Indian mills, fndia had to participate in the world depression 
as it didnin the world boom. The boom and the depression in India 
belong to what is, called th# Tracie Cycle. Other wwld factors 
are the altered relations between agrarian and general prices since 
1920 and violent fluctuations in the prices of cotton since 1917. 
The general depr ession in industry all over the w^orld is the result 
o f the reduced purthas mg power of the agrarian classes due to the 
fall .In t he world agricu ltu ral prices since 1920. The extensions 
planned during the boom period were not completed before 1922. 

‘ The new concerns started had of course incurred capital expenditure 

* See Report of the Tariff Board (Textile Industry), 1927, Appendix V and 
Brij Narain, Economic Life in India, p. 4^. 
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at the boom level of prices and these high capitalized charges 
were still further increased in most cases by the turn that exchange 
took in 1920/' Vjolei ^fluctuaticK ^ r^f cotton in India 

affected by t he American prices pA A su pplies of cotfon since iQiy 
may bcTi^ to be j i nother fa rior hoc the efhba r- 

fassme nts oF ^he cotton i ndustry in India * While the beginning 
of the depression was charact erized by rising prices of cotton and 
stationa 7 y"^ic es of clothe during 1925-7 both fell in price consid^r^ 
aBI\^ Probably the worst yea? for the industry was 1923, and the 
depression was so severe that' even a succession of three good 
monsoons combined with the temporaT'y elimination of Japanese 
competition owing to the havoc wrought by the earthquake in that 
countiy s'^arcely served to mitigate its severity. 

Since the beginning of the present century there has been a 
remarkable expansion in the weaving industry stirnulated by the 
virtual extinction of the China trade in yarn, and consequently our 
reliance on foreign cloths has diminished considerably. 

§5. Per capita consumption of cotton piece-goods in India. — 
The follow’ing table- gives interesting figuier relating to the 
consumption per capita of 'cot ton piece-goods, inrkiding hand-loo.vi*^ 
products, in India. 



j Net imports* 

SVt jivailablo 

1 Hand-looni 

' Net available 

, 

'mill production^ 

production 

1 for consumption 

Year 









Actual 

Per 

capita 

Actual 

Per 

capita 

Kst i- 
Inated 

Per 

capita 

Total 

1 

1 

Per 

capita 



Yards 

(crotps) 

Yards 

Yardjj 

(crores) 

Yards 

Yards 

(crores) 

Yards 

Yards 

(crorcs) 

Yards 

1005-6 

-2.19 

7 '07 

61 

2-03 

108 

360 

408 

13-60 

lOOQ-IO 

214 

6‘()o 

87 

2'Sr 

90 

2-qo 

391 

• I2-6i 

1913-14 

3M 

97/f 

loS 

3 - 3 f> 

107 

3 ' 3 I 

5^8 

16-30 

1918-19 

lOI 

3/0 

*30 

^•o6 

105 

3 Jl{ 

336 

10-30 

1910-20 

99 

.r«9 

144 

4-30 


'7.5 

299 , 

9'34 

1923-4 


r 30 

1 54 

4 fir 

606 

101 

yab 

397 

1203 

1926-7 

176 

s-id 

20(1 

' 133 

30 ! 

515 

'5*A? 

1927-8 

194 

57' 

219 

(>44 

*3' 

5-^5 ^ 

544 

16-00 

1930-1 

87 

2-79 

246 < 

7-03 

139 

3 ;v 7 

472 

13-40 

i93*-3 

120 

3 ’ 3 t 

■ 311 

#■6/ 

170 

r 72 

601 

16-70 

1934-S 

97 

2-6 J 

334 

9"3 

146 

3 ' 9 S 

577 

iS'6o 

1936-7 

o 9 

213 

347 

93S 

M 9 

4'03 

575 

' 5*54 


* .See Gadgil, op. cit., p. 240. 

* Review of the Trade of India (1936-7), p. 43. These figures are inclusive 
of fents. 

■ Net imports = Imports of foreign goods minus re-exports of foreign goods. 

* Net available mill productions mill production in India minus exports of 
Indian piece-goods. 
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In calculating per capita consumption variations in population 
from year to year have been allowed for. It has not been possible 
to take into account exports by land, and stocks left from year 
to year. The figures for hand-loom production are only estimates 
based on the quantity . of yarn available for consumption each 
year. » 

The above table is instructive from several points of view. 
In the first place, it shows that Indian production is now able to 
meet the greater part of the total demand for cloth in India and 
that foreign imports have been substantially reduced. The position 
in this respect at the beginning of the present century has been 
reveff^ied. In the second place, the„table shows that the hand-loom 
weaver’s contribution to the total amount of cloth consumed in 
India is still very substantial, being nearly twenty-five per cent of 
the total consumption and between forty and fifty per cent of 
the Indian mill production. In the third place, the above table 
shows that the consumption of cloth per capila leceivcd a set-back 
during the War '\yhen it fell from i6’5o >ards in 1913-14 to 9‘34 
yards in 1919-20. Gmce then it ,has gradually recovered itself, 
iiioUgh the procc^i of recovery has been handicapped in recent 
years by the trade depression which has adversely affected the 
purchasing power of the masses. The figures for 1932-3 convey 
a domewhat misleading impression since both production and 
imports had shown a tendency to peak. It will also be Neen , 
that production of piece-goods in India touched a record level 
in 1936-7. ^ 

§6. Some di^culties of the cotton mill industry. — ^'Fhe position 
of the trade in piece-goods is in some ways more secure than that 
of the yarn trade. C fhe wea knes s o f the yarn trade lay in its ’ 
excessive dependence on one market, that nf as^ 

re gards evp n rt of pye ^-gOnds p lF comm ^^q d*^ ^ nttmUnm , 

o f markets , s pme of wlu 3 i ar^ showing a steadilv-growing capacity^ 
f oT consu->nlng Tn Hian gnnd^ The diminution^in the 
a^^singlejcusto^ therefore, likely to affect the total volume 

of the trade to any considerable extept. I t must, however, b e 
admitted that Indian industrialists have not hitherto out forth anv 
special efforts to develop foreign markets— a n omiision lyhich is 
all the more serious having regard to the pr^nt state of 
the industry. The imports of piece-goods advances considerably 
before 1930-1. Japan is a formidable rival as her goods, unlike 
those of Lancashire, compete directly wijth Indian manufactures. 
Japan’s ability to undersell the Indian manufacturer is due to 
certain special facilities such as her superior climatic conditions 
which are conducive to greater effid^cy of labour, the larger 
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employment of cheap female labour which social conditions in 
Japan make possible, etc. Further. Japan’s cotton purchases a re 
on a large scale and highly organized both in the United State s 
and mindia ( with t 1 ie Chinese crop in reserve) which gives her a 
co nsiderable advantage over Jnd ia. though in regard to short-staple 
cotton the Advantage, of course, is on India’s side. The mixed 
Indian and American grey cotton cloth from Japan is more 
attractive than the Indian stuff. All these can scarcely ^ be 
called unfair advantages. But this description certainly applies 
to the consequences of Japan’s failure to ratify the Labour 
Conventions of the Washington ^Conference in respect of 
hours of work, prohibition of employment of young persons 
and of women during night hours.* These conditions are inferior 
in Japan to those in India and they were obviously so till the 
Japanese Factory Law of 1926 came into operatiqn in June 1929. 
Even now Japan enjoys certain advantages as regards hours of 
work.^ 

The difficulties of t he co tton industry have been enhanced by 
the frequ ent changes in the c urrency policy * since 1893 ^indjthc 
enhancemehT of the ratio from J5,, 4iL_^ tg_ i 54 jiindoubtcxiiT" 
hit the industry very hard at a time when practically the depth of 
depression had been reached. Regarding the ‘effect of depreciation 
of Japanese exchange on her competition with India the Tariff 
j Boafd held that it did stimulate Japanese exports to India while 
it lasted, from December 1923 to December 1925. In recent years 
again the ij’elatively greater depreciation of the yen than of the 
rupee in terms of gold has given an advantage- to Japan over 
India. 

The depression in the cotton mill industry is als o to some extent 
to be attr i buted_ tp certain defects of organization such as Qver- 
capitalization ; abse nce of technical experts on the boar ds of direc- 
tors leactTh^ to expensive mistakes; i mprop>cr handling of machinery 
which is also not replaced sufficiently often by new machinery; 
absence of up-to-date labour-saving devices; uneconomical handling 
of cotton, co al, waste ancj storey absence of «a systematic plan 
of short time wheif demand is slack,' etc. We must alsgt mentio n 
the defects o ^thc selling agency syste m, and the absence of any 

* * Doublo-sbift working in Japan gives Japanese industry an advantage of 
four per coni on the actual cost of manufacture of both yarn and cloth. This 
advantage is considerably increased if a reasonable return on capital is included 
in the cost of production .’ — Report of the Tariff Board (Textile Industry), 
1927, par. 32. 

® For further figures and a survey of present labour conditions, see M. C. 
Matheson, Indian Industry ^ ch. iv. 
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satisfactory system of finance/ which has seriously inconvenienced 
both mills and dealers. 

§7. The managinji agency system. — ^Thc managing agency 
system has con\e in for a good deal of damaging criticism and a 
few words about *it may be permissible.^ The managing agency 
Is a private part nership of thre e or fouy members usually related 
to each othe r. The ownership of the agency is in many cases 
governed by the hereditary principle , so that management ofte n 
passes into incompetent hands. The managing agents hold a 
, large nufhber of shar es in the mill and m ake th emselves respon- 
si blc for the financing as ^^ell as management of the mill , the 
puftrhase of supplies and the sa^c of the goods. Some of th e 
m ethods of remunerating dip agpnfg are apt \o lead them into 
action which, while it adds to their private gain, is prejudicial to 
the interests of the mill . For example, where their commission 
is based on the total volume of product ion, the interest of the 
agents lie^ in swelling the output as much as possible irrespective 

of the effect of 'such a policy on the profits of the mill. The 

• * 

m anaging agents have also< been ^charged with taking secret com- 
mis sions in the course of the buying and»selling transactions , wliich 
the y undertake on tchalf of the mill. Other, disadvantag es of the 
sy stem are that it fosters indifferenc e and ignorance on the pa Tt 
of the directors, wh o have no real responsibility . Ij: also tends t o 
make the shareholders powerless and irresponsibl e and t hereforef 
unwilling to make sacrifices for the confpanv or i nvest more mone y 
in U further favours excessive consCrvatism anfl^ 

laeft of Last lv. thefact that the 9Conomic develop* 

ment of Indi a in the nineteenth and twentieth centuries has been 
c6mmercial rather t han i ndustrial is partly attrib utable to the 
managing ageney system. It is quite true that if the managi ng 
agents had not taken upon themselves t he responsibility for finance^ 
in many.cases providing finance themselves for industrial and com- 
mercial ventures, t he economic development of India would ^hav e 
- been even slower, than* it has been . Capital in India is proverbially 
shy, and the welcorSe change in the direction of greater readiness 


' * .Another common defect is that many mills depend for working capital 
mainb^ on short-term deposits, cash credits and loans, all of ^hich are apt to 
be drastically curtailed in difficult times.* — ^V'^era Anstey, I'he Economic Develop- 
ment of India, p. 275. 

* For a brief and instructive account of the origin, uses and dangers of 
the managing agency system in India, see Anstey, op. cit., pp. 112-15, 253 
and Report of the Indian Tariff Board (Cotton Textile Industry), 1^32, par* 

65-83. 
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to subscribe on the part of the public is only a very recent phase. 
Even now no^bank will make any advance unless the applicatio n 
i s signed by the, manap ^in^r ap^epts^ w ho are held responsible in 
tl^r personal capaeij y. Apa rt from the provision, of the finance*^ 
required for industries in respect both of fixed and ‘working capital, 
the managing agcne.y syMem is also associated with the pioneering 
of new industrial enterprises in the sense of prospecting, research. 

It may also be admitte d t hat in the present times of an - 
cxa jTiplcd depressi on t he manag i ng ag e nts have readily borne their 
full share of the losses suffere d by the industries, and h ave** not only 
f orgo ne their comm ission but provid ed much-needed funds. At 
the same time, it is now very generally recognized that the tfme 
has come for undertaking a radical reform of the managing agency 
system.^ The Tariff Board in 19 32 recommend ed an early inquiry 
regarding le gislative action so as to bring the manag in g age ncy 
system under better contro l. The recently amended Indian Companies 
Act (1936) seeks to remove many of the managing agency evils by 
limiting the term of office of a managing agent to twenty years at 
a time, restricting transfer of his officq and as'signmcnt of his re- 
muneration by a managing agent, providing fof his removal for* 
fraud or breach of trust, prescribing a uniform basis (namely net 
annual ^profits) for the agent’s remuneration, restricting the grant 
of loans to and purclijtee of debentures of one company by another 
.under*' the same managing agent, etc. 

§8. Depression in Bombay. — ^The depression has been specially 
acute in the case of Bombay owing I'o circumstancos already men- 
tioned, namely the virtual loss of the China trade in*' yarn owing' to 
Japanese competition and the expansion of the Chinese industry (a 
loss not wholly compensated by an increase in the export of 


‘ ‘ It may be perfectly irui* that many, or oven most, of the managing 
agents have performed their functions efficiently and with integrity^ but this 
does not absolve from criticism a . sy^.tem which undoubtedly gives sp»*cial 
opportunities for exploitation and even fraud. In any case it i.s generally 
recognized that the .system is to ,a great extent responsible for the undoubted* 
fact that industrial and commercial enterpri.se in India mainly rests with a 
comparatively small group of individuals, both Europeans and Indians. Con- 
sider, for ilbstance, the position of the famous firm of Andrew Yule & Company, 
which acts as managing agents for a large number of industrial and commercial 
concerns, including at least ten jute mills, fifteen coal companie.s, two hydraulic 
companies, two oil mills, a flour mill, navigation, rubber, sugar, brick and 
pottery, and miscellaneous concerns of all descriptions (Capital^ 3 March 1927). 
It is obvious that incidental earnings must be large and that it must at times 
be difficult to reconcile the various interests, and still more difficult for any 
one firm to control the destinies of .such a vast and heterogeneous collection 
of busine.s.ses.* — Anstey, op. cit., pp. 501-2. 
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piece-goods), difficulties of freight during and after the War, and the 
increase in the severity of internal competition from up-country 
mills which have shown a remarkable expansion during recent 
years, especially,. from mills in the Indian States where labour regu- 
lations are lax antt where there are often special duties against the 
products of mills in British India. No^ doub^ part Df the blame 
for this rests on the Bombay mills which have paid insufficient 
attention to up-countr;f' markets in respect of diversification of 
production, especially in higher counts, more direct contact with 
the consuming centres and greater ’alertness on the part of com- 
mission agents. But Borr^jay also suifers from certain serious 
disubilities for w’hich it cannot Ije blamed ^f or example its rela- 
tively higher cost of labour, fuel, V ater power, high local taxation, 
distance from the mofussil markets and from sources of raw 


material . That Bombay is losing the dominating place in the 
textile industry of the country that it had twelve years ago is 
clearly seen from the fact that the number of mills working in 
Bombay declined from 78 in 1926 to 66 in 1936. During the 
same period the ndrhber ‘of mills •w-^orking in Ahmedabad increased 

• I 

irom 59 to 79. •Nevertheless Bombay is still the home of large 
combined spinning and weaving establishments. 

• §9. Protection Ito the textile industry. — ^ ince 1926 the questio n 
o \ protection to the cottoh textile industry in Ind ia has been 
examined on three separate occasions by the Tariff Board.* Thg 



^ mainly due to unheal th Y internal conditions , to the unfair and 
Ij uneconomic comp ptlilpn froin Japan and ^ o the general trad e 
Rep ression. ^ To remedy the depress ion, which w'as particularly 
^ acIilEe m Bombay, the feoard s u ggested a bett er-organized purchase 
of r aw^ materials , for example under a single hedge contract 
system^! * adoption of va rio us deviyes to obtain a greater out^ju t 
from labour^ s uch as the piece- work syste m, greater care in recru it- 
ment of labour,* b etter housing and . educ ation for the laboure r ; 
more combined action furthering common interests on the p art 
cif" rnillo w^ncrs gr eater diversificatio n and 

" sp^iaiization in products of higher counts so as^ to take fulL^d - 
va nta^e of the damp climate an d th e raTOurabie"^uaj:ion of Bomba y 
in_ respect of the imports of long-staple American and African 


cotton ; development of netv lines of production, for example tlie 


establishment of the cotton printing industry; more attention to the 


^ State Action in Respect of Industries^ igsS-jSt p. 62. 
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) development of promising markets such as Iran and Mesopotam ia ; 

; m ainten^ pne n rln^gr tonnlm.Mth nnpt^iimWijr r^^nf rcs in Ind ia as 
well as abr oad. _clc. 

As regard s pr otection , the main recommendatio n of the Board 
) w as the ra ising of th e imp orr^duty from jjT per t cent to li; per 
ceat, bountyr on th/^ spinning of higher counts of yarn and the 
exe mption from in iport dut y of cotto n textile ma chi nery and m ill 
s tores .^ The fi o3xrnLmiuit...Qf JjLixiia — proposed t o nccpptL only fh c 
latte r rcco mmendatjpn. Strong protests were made against this 
iHecision by the inilloA\ncrs, an< 5 , as a result, pr otective ducies w ere 
mposed on cotton yarn to t he e xtent pf per cent ad valorem o r 
ij an nas per pound, ^^hichcver uas higher, by the Indian Tam'ilT 
fCot toii Yarn Anumduicni) Ac t, ‘ 1927 for a period e\ten 3 ing“~up 
to 31 March 1930. The duty on machinery and mill stores ^s 
also removed. ' 

T he existing i mport duty Qn^ nrtifir.ipl siliv yamv-w is also reduced 
fnom I . 71 ^ percent, so as to g ive som e relief tCLtjie hancl-lopm 
indus try from the burdea jmposed^onjt by the revised import duty 
on yarn, and to facilitate the diversification of Indian mill 
production. It ma\ be noted that the hand-loom? and cotton milt^ 
in India arc using increasing quantities of such artificial silk yarn. 
The Government of india also appointed a Commercial Mission 
as suggested by the cBoard.^ All this, however, did not satisfy 
pither^the mill industry or public opinion in India. The depression 
in the industry continued and the general feeling was that more 


substantial h^lp was needed. ^ , 

§10. Mr G. S« Hardy's inquiry. — As a result, the Government 
appointed Mr G. S. Ha^dy, Collector of Customs, Calcutta, in 
July 1929 to investigate the extent and severity of external 


competition. 

Mr Hardy’s Report f ully confirmed th e millotMicrs* allegation 
regarding the Japanese competition. •** He pointeH~ ouT" that T he 
steady rise in imports from Japa n in the past eight years wa s 
the most prominent feature of the import trade and that Japan's 


‘ The Board also recommended that the Government should give financial 
assistance to a combined bleaching, dyeing and printing plant, if a satisfactory 
scheme was put forward by the Bombay Millowners* Association, and that two 
Trade Commissioners, one at Basra and the other at Mombasa, should be 
appointed and at rapid survey of the potentialities of other markets sf^ould 
be undertaken by a small Trade Mission including a representative of the 
Millowners* Association. Report of tht Tariff Board [Cotton Textile Industry 
Enquiry (1927), pars. Q9-101]. 

• See ch. vi. 

* See Report on External Competition in Piece-goods by G. S. Hardy, 
par. II. 
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progress sin ce the Tariff Board r eported had been rapid and 
umntcrriiptcd. Mr Hardy inquir y amply proved the necess ity 
or~granting yibstanti al a ssist anc e to the mill industry^ a nd the 
C j overnment of India were called upon t o make amends fpr ^ ho 
mistake the y hhd ep ntmitted ^in 1927 in refusing t o c ome to the 
resc ue o f tlie indus tr\ even on the modest ti nes Recomme nded by the 
'larilT Board. I'hey responded by pas s ing in ^\pnl 19 30 the Cotton 

"r?Ctilc ^ndu s try Propel ion Act > yhidi was inn inly _ __designe d to 

<dloid sufficient protection against J^ipan until 31 March_jK}33* In 
con’seqiience ol this Act th e i*eneral ad vidorcm duty was r aised to 
1 3^ pe r, ct^it. In a^lition to thiSj_ in order to enable Bombay to 
organize itself fiiuincially and tc^inicalh , a minimum du ty of 3 ^ 
annas p^i^lb. was levied on the pla in gre\ goods, which, in the 
words ot Sii George Rainv, rr>^«iti it(> ' thr bread and butter part * 
of Bombay’s business.’ , 

On top o( this, a spec' i a 1 proU *c t iy c dul\ of 5 per cent wa s 
i mposed. • 1 he sc ope o f thi s, dut\, however, was limi^d to non- 
British go ods. l"hf .Goveinmen t’s contention was that ^ if the scope 
o[ the duty was not limited* in this maniXT, a vast rantre m goo ds7 
iojwluch at that time Boin Hay ^w ls not iittcrest ed, w ould be affe cted 
loath e needle ss detr iment of the consumer ; tthat e xcluding Briti sh 
gyiod.s from t he scope of the, duty meant excluding^ just that Mass of 
goods which was not in direct c ompi^t ltTo^ ^ Bomb ay ; tl^t the 

ancf 


disetj mTh a t iQuIIa. fayPUT of 1. .a noash ire w as purely incidi 
that if England were to try tp compete* in goods ^ 
ha d ^een receiftly flooding thb^ f oimtr x . protection could be granted! 
ag ainst: Engl nnd^also after three years, when tin whole position was 
to be reviewed. But, in spite of the Government’s declaration 
tliat the preference to British goods was wholly accidental, the sus- 
picion lingers in. the minds of many people in India that it was 
deliberate. The cause of Imperial Preference is not likely to be 
helped Ijy what public opinion in this country insists on regarding 
as a backdoor approach to it. TIfe Government would have been 
well advised in cjecidihg in favour of a uniform duty and accepting 
the increased burdefi on the consumer as on, the whole the lesser 
of the tw^o evils. 

S^ii. Further alterations in the duties. — Additional protectio n 
"secu red hy the rnt ton mill industry , first, under the Indian 
Findncc Act ot March w'hich placed an additional duty or 


* This arrangement by which British as well as non-British plain grey goods 
were subjected to a minimum duty of 3^ annas per lb. was the result of 
the Government’s acceptance of Mr (now Sir) Shaninukham Chetty’s amend- 
ment to the original Ooveinment Bill, See India tn jo^o-.?o, p. 254* 
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5 per cen t ad valorem on imported cotton piece-goods, and seco ndly, 
under tfie^upplcmentary iMnancc Act of November iqh which 
impos t a surcha rg e o f 25 per c ent on all import duties then 
e^sflng , th us brir^ng JtE e import duty to 2K per cent adgValor em 
or annas per lb. whichever was highef, in the case of pl ain 
^ cy good^ of Rril^ h fnanufaetuc e^_g^d 3^ p er cent ad valorem 
or 4^ annas per lb. whichever was higher , in the case^oTTTon- 
British plain 8 rey^goods. In the case of other goods th^ dhty 
was 25 per cent on British goods and 31 f per cent on non-British 
goods. The increased duty of 40 per cent on imports of artificial 
silk piece-goods was also expected to help the Indian cotton textile 
industry. On the other hand, t he new duties imposed at the s^ ie 
time on imp orted* machiner y (10 per cent) an d oth er ma terials 
yr gre" calcu lated]^ raise the cx}^t of rlf>th produc tion at a time wh en 
the purchasiiig p owe r of Ihc.. people. Avafr-p^luccd ^ by^ llic_ economic 
depre ssion and -iall-^in prices. Moreover, it was feared that the 
i a nna import dut y per lb. of raw cotton imposed in -November 
1931 wquljd handle ^ the produ ctio n o f finer goodTs "\^ich the mills 
were trying to build up. 

§12. Second inquiry by the Tariff Board (1932). — As the 

protective duties impnised by the Act of 1930 were due to expire 
on 31 March 1933, the TarilT Board was asked in April 1932 to 
inquire into the question of further protection to the cotton industry 
‘in India. Before th<* Boiird could complete its investigations, ther e 
A vas a serious fall in the Japanese exchange (yen) and in the 
prices of^cofion piece-goods imported from Japan, which appeared 
likely to render ineffective the pn)tection intended to be aflfoidcd 
to the Indian textile industry by the 1930 duties. The Board was 
therefore directed to make an emergency inquiry (July 1932), as 
a result of w'hich the import duty on non-British cotton piece-goods 
was raised from 31] to 50 per cent ad vaJorem^ and the minimum 
specific duty on plain grey goods not of British manufacture from 


4'i to SJ annas per lb. with effect from 30 August 1932. These 
rates were further increased to 75 per cen-t" ad valorem and 6^ 
annas pier lb. respectively with elfect from 7 June 1933, in order 
fully to counteract Japanese dumping. In the meantime the operation 
of the pVotective duties imposed in 1930 was, extended up to 31 
October 1933 so as to enable the Government of India to consider 
the Report of the Tariff Board on the textile industry. This period 
was again extended to 30 April 1934 pending the discussion of the 
question of the conclusion ‘of a new commercial agreement betw^een 
India and Japan in place of the old Indo-Japanese Convention of 
1904, which Avas formally denounced by the Government of India 
in April 1933 since under that Convention they were not in a position 
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to impose safeguarding duties on Japanese goods alone. At last 
the Indian Legislature passed the Indian Tariff (Textile Protection) 
Amendment Act, 1934 on 26 April 1934. The Act, which came 
into force on i«'May, gave effect to the conclusions of the Tariff 
Board recommending substantive protection to the cotton textile 
industry, modified in the light of a nqw* Trtide Agteement with 
Japan (1934) and of the unofficial agreement betw’cen the representa- 
tiv\;s of the Indian and the United Kingdom textile industries 
(known as the Mody-Lees Pact).* The Act fixed the rate of import 
duty on *cotton piece-goods, not of British manufacture, at 50 per 
cent ad valorem, subject to»a minimum of 5J annas per lb. in the 
ca 5 e of plain greys.- The same Atci also extended protection to the 
scricultural industry (see §38). 'rtic life of this 'Act w'as limited to 
31 March 1939. 

§13. The special Textile Tariff Board (1935). — In the course of 
the debate on the Textile Protection Amendment Bill (1934), Sir 
Joseph Bljore, the Commerce Member, gave a promise to the effect 
that the tariff rates on British goods would be review’ed on the expiry 
of the two years covered by • the Bombay-Lancashirc Textile 
Agreement. Accordingly, a* special Tariff Board, with Sir Alexander 
Murray as president, was appointed by the^ Government of India 
on* 10 September 1935 investigate into and report on the question 
of protection to the Indian* textile industry* against imports from 
the United Kingdom. The Board was asked to recommend 'duties 
to equate the prices of imported good% from the United Kingdom 
to the fair selling prices of Ihdian goods so as to gwe the Indi^i 
texptifb^ industry adequate protection. A special delegation was 
Reputed by the Lancashire industry to •place its case before the 
J4)ecial Tariff Board in Bombay. 

The^ Board concluded its inquiry in December 1935 and its Report 
was released for publication in June 1936. Simultaneously, the 
Government of India announced, by a notification under Section 
4 (i) of the Indian Tariff Act, ipimediate reduction (with effect 
from 25 June 1936) h\ the rates of duties on Lancashire piece-goods 
as rccommendecf uganimously by the Tariff Board. The recom- 
mendations of the Tariff Board were:® 

(i) That the duty on plain grey goods should be reduced from 
25 ppr cent ad valorem or 4J annas per lb. whichever was higher, 

See ch. xiii. 

* This was already the rate of import duty in force on non-British goods 
with effect from 8 January 1934, when the 75 per cent duty was reduced 
to 50 per cent as a result of the Indo-Japanese negotiations. 

■ Report of the Special Tariff Board on the grant of protection to the Indian 
Cotton Textile Industry (1936), pp. 109-14. 
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to 20 per cent ad valoYcm or 3J annas per lb. whichever was 
higher. 

(ii) 'riiat the duty on bordered grey, bleachcc} and coloured 

piece-goods (other tlian prints) should be reducod from per 
cent Lid vnhtrcm to 20 per cent ad valorem. * These* reductions w'crc 
recommended on th& grougd that the existing duties were excessive 
for tlie purpose of sec'uring the protection intended to be afforded 
by them to similar articles of Indian manufacture. * 

(iii) That the duty on CQtton yarn should remain the same. 
Ihe 'lariff Hoard made no recommendations regarding printed 
goods, having regard to the fact that« the Indian textile printing 
industry was still in its infancy.'^ In the case of artificial silk the 
Board found it 'difTicult to make any proposals because of 
insufficiency of data. 

Lancashire professed to he disappointed that the tariff reduc- 
tions A\ere not as substantial as the case merited,^ and that printed 
goods and yarn were excluded from the new schedule 'of duties. 
On the other hand, prominent Indian business^ nicn criticized the 
reduction of duties as being detrimental to the interests of tl^ 
Indian mill industry which had only a Timited scope for its natural 
expansion in the country. The action of t,he Government ^in 
effecting an immediate reduction-^in the rates of duty by issuing 
a Notification without 'consulting the Indian Legislature was also 
severely censured. The denunciation of the Ottawa Agreement had 
again thrown the whole question of inter-imperial trade relations 
.into the meltivig-pot, and it w’as urged that the Goverrftnent should 
not have taken such hurried action with reference to an important 
British import until India had had time to define her future trade 
policy more clearly. Further, no attempt seems to have been madb 
to obtain any special concessions from Lanoashirc in return for the 
reduction of the duties. Since the Mody-Lces Pact terminated 
in December 1935, it is not even clear w^hether Lancashire’s 
undertaking to promote the use* of Indian cotton in English mills 
still stands. 

I 

The Government, in defence of the action taken by them, argued 
that the customs revenue from imports of piece-goods was falling 
off in April and May (1936) mainly owing to the uncertainty 
regarding the tariffs; that the power granted to the Government 
under the Indian Tariff Act (1894) could be exerci.sed ‘ for 
reducing as w’cll as increasing the protective duty ; and that 

4 

^ * Lancashire’s contentions wore that the Indian industry was no longer ait 
infant industry, that Japan was the real competitor of India, and that Lancashire 
mills were making increasing use of Indian cotton. 
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it had been exercised twice before when the duly on non- 
British (Japanese) piecc-j^oods was increased to 50 per cent 
in August iQy, and in June 1933 when it was increased to 75 
per cent. There was thus precedent for the ’action tak(‘n bv the 
(jovernment. 

. As regards the statement in the Mody-Lecs fll'act, t’hal the duty 
would be reduced along^ with other surcharges, it was pointed out 
by* the Government of India that after the conclusion of that 
Agreement this duly was consolidated into a 23 per cent ad valorem 
• duty by an amending Act (T934), and therefore it no longer 
belonged to the category of •surcharges. 

*'§14 The jute industry. — first jute-spi nning mUl 

started at Rishra aiear Serampore in Bengal in ^^55, and the first 
power-loom was introduced in progress of the indust ry 

was slow during the first tliirty yc?il *=» f-lu>ro wng scrircely 

any expo rt trade in jute manuf act ures . There Avere, however, no t 
wahTIng^'j^iods of great prosperity enjoyed by the incUistry falling 
wTFliin this initial* stage of comparatively slow* development. F.ipm 
1868 to 1873, for instance, -the niilJs ‘ simply coined money and 
paiJl dividends ranging from 15 to 25 per cent. This led to the 
establishment of a hvrge number of new' mills smd to overprodiu'tion. 
Consequently, profits declined^ rapidifr. The industry passed through 
a crisis and a number of mills had to be t'foscd down. The jute 
industry, however, had reached large dimensions and in t88i there* 
w'ere as many as 5,000 power-lo oms at w^)rk in Bcnga^ * Since 1885 
a tendency hfis*been dis('(‘rnible towards a larger oulpftt of hessiai? 
cloth than gunny bags. Betwe en 1877 and 191 5, wdiile sacking 
looms increased from 2,950 to 17,750 th(? hessia n looms increased 
from 910 to 22,603, that is there was a growth of 2,400 per cent 
in hessi^ looms as against 430 per cent in sacking looms. The 
War led to a consi derable expansion and prosperity o f the, jute 
industry, which was called upon to meet the demands in the various 
theatres of the War for sandbags for the trenches and jute 
canvas cloth for w’ar purposes such as tent cloth, tarpaulins, waggon 
covers, etc. This wnew development w’as_ stimulated by the 
n ecessity of substituting jute for Russian flav. thc ^ supply of which 
was* largely cut off hy the overrunning of Ru s sia 8y f;i^t«vnQny - m. 

minor vicissitudes the story of the jute* industry has 
whole one of steady and continuous progress] In 1891 
there were 8,000 power-looms at work in” Bengal; in 1901, 16,000; 
in 1911, 33,000; in 1921, 43,000; in 1926-7, 51,061; and in 1930-1, 
61,800. The following statistics further bring out the remarkable 
progress made hy the industry, especially during and since the 
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War. The effects of the world depression on the jute industry 
are reviewed in a later section. 
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For many years Great Britain w’as the only country which 
manufactured jute goods, Dundee being the p rincipal centre pf 
manufacture. Calcutta has luw v taL-en a large part of the jra3e 
held ty Dundee in the past. The Iridian mills ’Tc^sumpUon of 
jtrte is"a15out five times ^as much as that of Dundee. Thfe ^lue 
of jute manufactures exported by sea in 1928-9 was Rs. 56*9 crorcs, 
whereas the average value of the export in the period 1879-80 to 
1883-4 was only Rs. 1*2 crores. Owing *to trade depression the 
value of these exports declined to Rs. 21 38 crores in 1933-4. 
Since 1934-5, some improvement has been in evidence, ^'he value 
of the exf>orts of jute manufactures being 27/94 crores in 1936-7. 
Nearly two-thirds of the jute grown is now consunaed by the Bengal 
mills as compared 'with less than half before the War, so that 
Bengal produces about twice as great a bulk of jute manufactured 
goods, mainly in the form of gunny bags, hessisfn cloth and cordage, 
as all the rest of the world. ‘ The demand for jute goods depends 
on the volume of agricultural production throughout the world, 
jute manufactures being required for moving agricultural produce 
from one place to another in the course of internal as well as 
international commerce. A favourable agricultural season in India 

^ See article on India, Encyclop<Fdia Britannica, 14th edn. 
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leads to a shrinkage of exports of jute manufactures as the demand^ 
for packing material increases within the country itself for'moving j 
the large volu;ne of crops. So also a fall in external demand as 
in recent years of economic depression adversely alTerts exports of 
jute manufactures. The search for a substitute for jute has not 
so far met with any marked success, and indeed nc\v uses have 
been found for jute. The Indian Central Jute Committee, recent!) 
csfablished (1936), has decided to undertake research work in jute 
and jute^ products w ith a view to preventing any possible loss of 
» markets. 

§15. Jute and cotton influstries compared. — ^^Fhe jute and cotton 
manufactures are outstanding cxajfnples of the progress of modern 
large-scale industries in India. T he position of the jute industry in 
i n ternational trade is much stronger than that of the cotton industry, 

ji^ an li^^ian monopoly. As alreadv pointed out, one 

r emarkable contrast between these two most important organized | 
industries* of India is Hiat , while the coU(m jmll industry is almos t^ 
entirely in Indian Jiands and financed b\' capital raised in India» 
tfie Jute industr;^ owes ks origii/ and deyelopment to K uropean — 
mostly T>cottish — enterprise and capital. -^A nothc r poiaLi}Lilkf crenc^e 
is^^l while the cotteft. kv^ustry. ,Lv. -dreen^ ralj/ed , the j ute in dustry 
high ly.^ centralized , there, being as man) as ninety jufb mills 
within a radius of forty miles. Then again an average jute mill ^ 
is a far bigger unit than an average cotton mill. 

Ay Ur Plllai observes, ‘Tn p oint oT effi cient 

jute ^ndustiy* i*T pe rhaps sccjjntLta m India *. 

facilita ted by its hjghly centralized pos ition. The Indian Jute Mills 
As.sociation was formed in 1886, to facflitatc among other thin gs 
the adoption of coi u^erted aetj on, as regards introduction of short- 
time \vorking in the mills to avoid overproduction, etc. The high 
profits reaped during the War led to overproduction, and after 
the Wajr was over the industry had to pass through bad times. 
While the demand slackened, the* costs of production increased, ^ 
owing to a rise, in ttie price of jute and in wages.^ In 1921-2 
the Association invftcd an American business expert to advise it 
on the possibility of forming a jute trust with a view' to exercising 
some control oyer the production and price of jute^ The termination 
of the slump, however, led to the abandonment of the project for 
the time being. The Calcutta Jute Dealers’ Associafion looks after 
the common interests of its members as dealers in jute for local 
consumption." 

^ P. P. Pillai, Kcottomic Conditions in India, p. 175. 

* For a recent survey of the jute industry spe Matheson, op. tit., ch. v. 

• Indian Year Book (1937-8), p. 703. 
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^i6. The jute industry during the depression. — The jnte mill 
^ iiiduslri^has by no means escaped from the effects of the recent 
depression, \\hi('h has Effected almost every indiislr,y to a g’reater 
orTesT extent. The jute industry has suffered and* is still sylferinj^lf 
from declining- prices, presence of heavy stocks 'at the principal 
<'onsumingf centres, 'fref|Ucnt labour troubles, etc. But on the whole 
it has faced the difficulties of the post-War depression much better 
than the Bomba\ cotton mill industry. It has thus been rewarded 
for its care in maintaining- j^dequate reserves and its systematic 
jlWoption of short time when nec(‘ssary. During the Ten years, ended 
in March a policy of curtailmenf of output was continuously 

in force. The mills in thi* menibefthi p of t he Asso ciation worked 
forty houri^a week and with a certain percentage, varying from 
fifteen in iq^i to ten in 1935, looms sealed. 1'he low^cring of 
the percentage of the looms seal(‘d Avas causc'd by* the competition 
of the mills who were not parties to the Restriction Scheme as 
fcalso by the improved outlook in trading conditions and the 
competition from other manufacturing centres. Xo agreement has 
.so far been reached with fhe non-Association mills. The year 1937 
was critical for the jutci manufacturing industry, owning to un- 
restricted prodiK'tioit ;ind labour trouble. Pric/*s tended to dcchne 
as the ‘year progressed. 

§17. Iron and stcTel industry. — T he iron r fnH Jndngfry 
•a better c laim than almost any other to be called a basic or ‘ key * 
ind ustry, arid its national • import anccTan not be exaggerated^ JT 
si r Ik i n g c'o n tva s t betw een the indu.stri^ revolution of^ndia and of 
Kngland is that, -vlBilc the revolution began in India w'jtfi ‘the 
application of steam to the textiles, Tt began in England with the 
development of the essential iron and steel industries. The ne.v 
industrial system in England had a solid, foundation in ijie firm 
establishment of the iron and stftel industry and the ancillary 
mechanical engineering industries. But such a development has 
not marked the course of the ^revolution in India. Until recently 
Indian industries have relied almost exclusively upon imported 
machinery and machine tools, and hardware goods in general. 
However, both the (jovernment an[^ the public have at last awak- 
ened to^tfie extreme importance on national groynds of the iron and 
steel industry, and certain important steps to be alluded to presently 
have bce^ taken to ensure its rapid progress. 

Pioneer attempts to introduce modern methods for the manu- 
facture of (^Dig-iron and steel were made as early as 1830 in the 
South Arcot district. They were all destined to failure until the 
Barakar Iron Works, which were acquired in 1889 by the Bengal 
Steel and Iron Company, were started in 1874 in Bengal on the 
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Jherria coal-fields. The Bengal Steel and Iron Company began 
to show a profit only from 1899. • The annual productio^at the 
beginning of the present century was about 35,000 tons. An 
attempt to make -steel resulted in heavy loss owing to the low price 
of imported steef, 'small orders for numerous sections, the inferior 
quality of pig-iron then produced for ste^l-maki^ig and dependence 
on imported supplies of fire-bricks and ferro-manganese.’ A new 
era* in the history of the" Bengal company, however, was opened in 
1910 with the beginning of the exploUation of a new source of iron 
^ore in thfe Singkbhum and Manbhum districts. • 

The next important stagpe in the history of^tlie industry v\as 
ushf^red in by the formation oftth« Tata company. The company 
\\as established at Sakchi in the Singhbhum district the late 
J. N. Tata in 1907, and the construction of the works began in 
1908. Pig-iron was first produced in December 1911, and steel — 
for the first time in India in modern times — in 1913; and by 1916, 
under the stimulus of the War demand, the whole plant was in full 
production. Thus after a somewhat anxious period, which w’as to 
be expected in a piftneer enterprise of this character, especially in 
the face of* unfettt»red fereign compctitioij, the works were placed 
on a sound footing and proved of invaluable^ assistance in prose- 
cut fhg the War by providing large quantities of rails and sleepers 
foi*' military ra^\ays in Mesopotamia, Palestine, East Africa and 
Salonika. In 1917 a large scheme of extension was mooted and 
completed in 1924, the delay being the Result of diflicirltics of the 
War and thcipQSt-War peri^|||^, such as that in connex»ion with the? 
impprt of the 'necessary machinery. The gI||^ plant turned out 
finished steel products, such ?is rails, heavy structurals (beams, 
angles, channels), bars, light structurals, light rails and fish-plates. 
The additional products which the new plant, which has been in 
operation since 1926, turns oiit, are plates, sheets (black and 
galvanized), sheet bars and sheet sleepers.® The success of the 
Tata enterprise has called into existence some new’ companies, such 
as the Indian Iron and Steel Company formed in 1908 by Messrs 
Burn & Co. of Calcutta, at Hirapur near Asansol ; the ’United 
Steel Corporation of .\sia start^ in 1921 by Messrs Bird & Co. 
of Calcutta., at Manoharpur ; the * Easton Iron Company •Ad the 
Mysore State Iron Works started at Bhadravati in 1923. It may 
be noted that at the last named w’orks blast furnaces are fired 
by charcoal. 

The expansion of. the industry is reflected in the <gures of 

' Industrial Handbook of the Munitions Boards pp. 138-q. 

* Report of the Tariff Board on the Steel Industry (1924), pars. 14-15. 
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production and imports. 'I'he production of pig-iron advanced from 

35.000 'tons at the beginning of the century to 162,282 tons in 
1914; 232,268 Ions in 1919 and 1,376,000 tons in 1929-30. In 
1930-1 it declined to' 1,140,000 tons owing to reduced exports. In 
1936-7, the production of pig-iron stood at il557,ooo tons and 

574.000 tons* valued at 1,29 lakhs was exported, Japan being 
the principal customer. Next to Japan, the United Kingdom and 
the U.S.A. are substantial buyers of Indian pig-iron. The quality 
of the pig-iron turned out is fully equal to that of the continental 
product; indeed the imports of pig-iron are now almost Negligible , 
being 1,600 tons in 1936-7, the entire quantity having been received 
from the United Kingdom.^ The production of steel advanced ffom 
139,433 tons in 1916-17 to 599»565 tons in 1927-8, and that of finished 
steel from 98,726 to 428,654 tons during the same period. The 
production of steel ingots was 861,000 tons and that of finished 
steel 692,000 tons during 1936-7. The present world-wide campaign 

* of rearmament has given an impetus to the steel and iron industry. 
India has taken advantage of the world situation to consolidate 
her own industry. * ’ * 

I ndia is still dependent to a very l arge ex tent* upon foreign iron 
and steel in spile of her own increasing production. The pre-War 
average of^TnHIa^s imports of IrdrT' and steel was 808,000 fons 
valued at Rs. 12 48 crores. During tlie five War years the average 

•.imports declined to 422,000 tons valued at 10*11 crores. It was 
during this 'period that thq Tata company increased its output arrd 
supplied the ^Government ^^ith war mb^prials. During ^the post-War 
years the imports stfeadily increased from the post-War aver&ge of 
five years of 661,000 tofis valued at Rs. 21*38 crores to 968,000 
tons in 1929-30 valued at Rs. 17*16 crores. These increased imports 
in spite of increasing home production were attributed to increasing 
consumption in India by railways and other public works, as also 
by the building trade. This post-War increase in imports furnished 
an added plea for protection being granted to the industry! Owing 
to the economic depression prevalent throughout the world and 
increase in home prpduction imports have dcc^ineil in recent years. 
After having fallen to 329,000 tons valued at Rs. 5*53 crores in 
1933-4, vhc imports increased to 449,000 tons valued at Rs. 7*22 
crores in 1935-6. They again declined to 3^,000 tons valued 
at Rs. 5. 94 ciK)rcs in 1936-7. .* 

Before turning to the question of protection let us refer to 
some striking developments in connexion with the establishment 
of subsidiary industries, including those utilizing by-products, in the 


* Review of the Trade of Indian 1936-7, p. 50. 
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neighbourhood of Sakchi (renamed Jamshedpur at the end of the 
War). The following are some of the various manufactures which 
are produced under the Extension Scheme : — steel tubes, tinplate, 
enamel ware, \vire, nails, railway wagons, “ tea and jute mill 
machinery, agriouftural tools, galvanized products, iron and steel 
castings, heavy chemicals, sulphuric acijl, nitric acief, fertilizers, 
lime, ammonium sulphate, etc. Various manufacturing companies 
hawe already been established for this purpose. Jamshedpur and 
the surrounding territory are thus^ developing into a veritable 
beehive df modern industries. 


§i8. Grant of protection to the steel and iron industry. — The 

policy of discriminate protection adopted by the Assembly early 
m 1923 was brought into operation for the first time in India in 
the case of the steel and iron industry, as recommended by the 
Fiscal Commission, 
was entrusted with 
forw ard' by the TaTa 
steel industry. The comp^my^propc ^d tlia t the existing 10 per cent 
ad valorem import fl flty s ^uld ^^ ^ised^to 33^ per cent in order 
to give the industry adequate protection, against the dumping of 
for^gn steel and iron, w hich was stimulated by tlie depression in 
the*w ^orld tra dCj depreciat ed c ontinental exchanges and thelong start 
wftich the well-established fol*eign industry had obtained over the 
infant industry in India. They further dr c_w' atte ntio n, to th e opinion 
of the FiscalCommissioa-thafThe prqsj^Tity ofjsuch_an important 
basic industry was essen tial ft‘om,ili£ point of view» of nation al 
s af^v* and development. ,and recalled the great services rendered 
by thern to the Government during the lal^e War. 

^ The Board after a careful inquiry came to the conclusion that 
the case for protection was not ill-founded, and that development 
had been recently hindered by severe competition from abroad 
coinciding with a large scheme of expansion set on foot by the 
Tata coifipany. The Board held th^t the industry s.atisficd all the 


A Tariff Board was accordingly constituted and 


SteeLand Iron Co mpan y-for protection to. the 


conditions laid down ‘by the Fiscal Commission. India possesses 
g reat nati u;aLafh^ntag*‘s for the ma nufacture of steel nwiog io.. the 
richness and abundance of iron ore deposi^in the Singhb hum and 
Orissa iron Betts" "and fEe^ comparatively short distance which 
separates them from the coal-fields. Thqj[usmtjricsj^ 
availabl e are sufficie nt for i^uirejnents of the tp.untry. Similarly, 
the supplies of limestone and dolom ite are ample and good enough 
f or most purposes. Most of the other raw materials required, such 
as rnanganese and materials for refractory bricks exist in India in 
sufficient quanICities. The industry also, possesses the .adv antage of 
♦^arge and exp anding home market . In respect of labour^ however. 
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* India suffers uiider a disa dv antag e inevitable in any country mainly 
agricultural, and where industrial experience and training has still 
to be acquired rendering it necessary to import at present skilled 
supervisors from America and Europe. This is, however, a tem- 
porary handicap which will eventually disappear. " The Board held 
that, unless protection was given, there w a^ no hope of the industry 
developing for many years t o co me, and there was a serious danger 
that it mig ht cease altogcUier. It was also thought that probably 
the cost of steel production would fall substantially in the next 
three or four years and that the industry would be able to do 
without protection at no very remote date. The Board agreed that 
it w’as also an essential industry for military purposes, and was, 
thei(‘forc, specially entitled to protection. The burden on the 
consumer was expected lo be temporary and widely dilTused. 

The Steel Protec'tion Bill incorporating^ the recommendations of 
the Board w^as considered and passed by a special session of the 
Indian Le^jislature in May and June 1024. The duties on certain 
articles manufactured from steel were increased, and bounties 
(amounting in all to about R.s. 242 lakhs during 1924-7) w'erc 
granted on heavv steel rails, fish-plates and railway wagons 
manufactured in India. The duties on steel bars were fixed at 
Rs. 40* per ton, and on sheets at Rs. 30 per ton. At the end of 
the period, the boun*iies and duties alike w^ere to be subject to 
• revision. 

Subsidiary measures <.f^ prnfrrfinn lia 4. -ti-> Kp 
the interest s! of s uch of the industries as make us e pf, steel as thei r 
r aw^ m aterial. An incrca.se in its price due to protection waS li.kely 
to be detrimental to many branches of the engineering indu.stry at 
a time when it was holding its owm with difficulty in the face pf 
foreign competition. The Tariff Board made certain recommenda- 
tions to meet this aspect of protection to steel, which were accepted 
by the Government and the Assembly. The engineering industry 
was protected by higher duties on imported fabricated 5 >ceel with 
certain exceptions. 

The protection granted to the steel industry w&s, however, soon 
afterwards largely nullified by the fall in the price of continental 
steel and the maintenance of the exchange in the neighbourhood 
of 6d. Further protection was granted in 1925, by extending 
larger bounties. 

§19. Statutory inquiry into the steel industry (1926-7). — As 
provided for by the Steel- Protection Act, 1924, which was due to 
expire on 31 March 1927, the Tariff Board carefully examined the 
position of the industry in 1926 and recommended tAe continuance 
of protection on certain lines for a further period of seven years. 
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The industry was now to receive protection in the form of increased 
duties on import and not by bounties on production, since the latter 
would be too costly to maintain over a period of seven years, at 
the end of whidh a fresh inquiry was to be made in order to 
ascertain what *kind and amount of protection mi^ht still be 
necessary.^ Accordingly, a Bill was intioducccf in the 1927 Delhi 
Session and came into force on i April 1927. It provided for an 
imposition of different rates on certain iron and steel articles, with 
a basic duty on articles of British manufacture and an additional 
t duty on those of non-British origin. There was a heated debate 
in the Assembly on tlie prdposal to differentiate between standard 
ancf non-standard steel, that was, ^‘practically, between British and 
continental steel. The Government, agreeing with the Board, held 
that this was necessary in order to secure a fair distribution of 
the burden on the different classes of the consumers and to ensure 
stability to the scheme of protection. The opposition suspected 
that the Bill contained the principle of preference to British steel, 
to which they weVe opposed. 

The Tariff Board submitted its* seconci Report, which concluded 
the statutory inquiry into the steel industry, in June 1927. In 

March 1928, the Government intrpduced the# Steel Protection Bill 
in the Assembly to give effect to their decisions on the Board ^s 
Report, which passed into law as the Steel* Industry (Protection) 
Act of 1928 • 

* §20. Recent measures of protection to the steel and iron 

industry. — On the representation of the firm of Indian Steel^ 
Wire ’products Ltd., Tatanagar, protection was restored by the 
Wire and Wire Nail Industry (Prolectiob) Act, 1932, passed on 
5 • March 1932, on the recommendation of the Tariff Board. A 

protective duty of Rs. ,45 per ton on wire and wire nails was 

imposed up to 31 March 1934 as there was an early prospect of 
the firm supplying itself with indigenous raw material. The Indian 
Tariff (6ttawa Trade Agreement) Amendment Act, 1932 which 
came into force from, i January 1933, gave effect to the tariff 
changes necessitated •by the trade agreement made by the Govern- 
ment of India and His Majesty’s Government in the United Kingdom 
at the Ottawa Conference held during July and August i93i and the 
supplementary agreement regarding iron and steel in the September 
following. In the class of iron and steel goods, the preference 
extended only to those commodities not subject to the protective 
duties and in the class of machinery only to those articles which 

‘ See Report of the Tariff Board Regarding the Continuance of Protection 
to the Steel Industry (1Q27). par. 167. » ‘‘ 
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paid the ordinary revenue rate of 25 per cent ad valorem and not 
to those which in the interest of agriculture and industries were 
free of duty or were subject only to the temporary duty of 10 
per cent ad valorem. The supplementary agreement provided for 
the adjustment of the Indian import duty on galvanized sheets as 
follows : Rs. 30 per ton bn sheet made in the United Kingdom 
from Indian sheet bar; Rs. 53 per ton on sheet made in the United 
Kingdom from other sheet bar; Rs. 83 per ton on sheet not made 
in the United Kingdom. The period of operation of the protective 
duties imposed by the Act of 1927 and the two Acts of 1932 was 
extended up to 31 October 1934. Meanwhile, in accordance ydth 
the Steel Industry (Protection) Act, 1927, the whole question of 
the renewal of protection was reviewed by the Tariff Board. The 
Iron and Steel Duties Act, 1934, gave effect^ on and from i 
November 1934, to the protective measures recommended by the 
Board. As the recommendations of the Board involved considerable 
reduction in the level of import duties in certain important cases 
with a resultant reduction in the revenue dcrixed from customs, it 
was found necessary to impose as a revenue measure an excise 
duty of Rs. 4 per ton on the production of steel ingots in British 
India, and to impose a ('ountervailing customs duty on steel ingots. 
This countervailing duty is additional to the protective duties 
recommended by the Board and alternative to the ad valorem 
revenue duties on articles^ in respect of w^hich protection had not 
been proposed. 

On the whole, \vc may approve of the general policy followed 
in regard to the steel ard iron industry since 1924. Although it 
is true that without the timely intervention of the State the industry 
could not have survived the shock of post-War competition, the 
protection offered between 1924 and 1927 w^as not quite adequate 
and the Tata Steel Company was barely able to pay its way. In 
spite of certain unfavourable circumstances, however, the industry 
made appreciable progress ‘ as evidenced by increase of output, im- 
provement in the efficiency of labour, reduction in the number of 
foreign hands, and considerable reduction in works costs ’ and also 
by ‘ considerable improvement in the conditions of labour, especially 
in respect of wages, housing and various amenities of life The 
decision to continue the protection until the year 1941 by renewal 
of the protective measures adopted in 1934 would thus seem to be 
abundantly justified. 


* See H. L. Dey*s article, ‘ Protection of the Steel Industry, 1924-7 * in 
Indian Journal of Economics^ July 1928. 
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§21. Tanning and leather Industry.' — India possesses a large 
supply of hides and skins. The cow-hides, ‘ the East India kips ’ 
as they are called, goatskins, bulfalo-hides and sheepskins, etc., 
may be regarded, as the by-products of her agricultural industry. 
Previous to the War, India sent large exports ot raw hides, 
especially to Germany and Austria, whidh were valued at Rs. 7*17 
crores in 1913. In thci same year, raw skins valued at 3*4 crores 
were exported, mainly to the U.S.A. There was a large demand 
in foreign countries and high prices were oflFcred. The War 
brought about important changes in the Indian tanning industry 
and in the export trade in*hidcs and skins, partly because of the 
cutting off of the enemy markets* and partly owing to the control 
exercised by the Government. 

There has long existed a considerable indigenous tanning 
industry in the country under which locally available tanning mate- 
rials are used for curing and tanning hides mainly to meet the local 
demand for inferior kinds of leather. But the most striking changes 
have taken place ir^ .the European methods of tanning which were 
first introduced by the military authorities to manufacture superior 
leather suitable for harness and other rhilitary requirements; and 
tanneries usually followed the establishment ctf arsenals. At Cawn- 
pqre, a further step in production was taken in i860 wlien the 
Government Harness and Saddlery Factory was set up. Shortly 
afterwards, Messrs Allen and Cooper established the ^ Army Boot 
and Equipment Factory and, received *at the outset considerably 
financial assistance from the Government. ‘ A marked degree of 
sudfcess has attended the efforts to develop jthe leather trade in Cawn- 
pore, and, up till the time of the outbreak of the War, the factories 
v^hich have come into existence, though largely dependent on the 
army for orders,^ were by no means apanages to the military 
department. The Western India Army and Equipment Factory 
was starjred at Sion in Bombay by Adamjee Peerbhoy. A few more 
factories were established at various centres where the production 
of finished gooc|^ waS attempted. Although considerable use of 
machinery is made^ in European tanneries and leather-working 
factories, it was until recently conspicuous by its absence in the 
Indian tanneries except in the Cawnpore and Sion factories and 

^ The Hides Cess Inquiry Committee estimate the value to India of thic 
industry taken as a whole (that is the raw stock and leather trades and the 
leather, leather-working and allied industries) at about forty to fifty crores of 
rupees. It provides employment to large numbers of men and is a factor in 
the economic well-being of millions of India’s depressed classes . — Report of the 
Hides Cess Inquiry Committee (1930), par. 158. 

* Industrial Commission^ ReporU Appendixes, p. 57. 
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the Madras Tannery, which produced the whole of the half-tanned 
leather and skins that loom largely in the export trade of the 
country. Before the, War, the bulk of the export trade in tanned 
hides and skins was confined to the south of In4ia where the 4)ark 
of cassia auficulaia^ known in Madras as avaram and in Bombay 
as tarwad, is obtainable, ‘Madras having by far the larger number 
of tanneries.^ , 

§22. Effects of the War on the tanning and leather industry! — 
The tanning and leather industry underwent a remarkable trans- 
formation during the War. The Indian Munitions Board directed 
its activities towards increasing the outturn and regulating the pro- 
duction of tho‘se kinds of leather which possess a special value as 
war material. The most imp>ortant development was connected with 
the great increase in the production of the rough-tanned cow-hides, 
known as the East India tanned kips, from the Madras and Bombay 
tanneries. The value of these kips for making the ‘ uppers ’ for 
the army boots was realized during the War and the Government 
assumed complete control of the trade, purchasing in India the whole 
of the available supply foi exporl direct to the British War Office. 
Whereas 194,763 cwt of' tanned hides valued at Rs. 1*75 crores 
was exported in 1913^, in 1917-18, 361,674 cwt valued at Rs. 4*86 
crores ‘was exported. In addition t9 the export trade in East 
India kips, Indian tanneries produced, during the War period, 
greatly increased quantities of leather accoutrements of all sorts 
and boots for the army In Ihdia and the Indian expeditionary forces’. 
Thus under flic direction of the Munitions Board Ihc^ Government 
gave a great stimulus to the tanning industry, and the output of ‘'the 
annually produced boots and shoes was twenty times bigger at 
the end of the War than before it. Under the system of Priority 
Certificates the Munitions Board endeavoured further to stimulate the 
manufacture in India of certain classes of leather goods previously 
imported from abroad, such as roller skins, picker bands^ leather 
belting and the raw hide pickers required by the textile 
mills.* 

t 

The chrome procei5s of tanning which enables superior leather 
to be produced has made very slow progress in India, though it was 
thoroughly w^ell established in America by. about 1895. The 
Government of Madras did valuable pioneering work from • 1903 
to 1911 to deAionstrate that chrome tanning could be successfully 
established in this country. It is, however, to be regretted that 
the Government had to sell the factory in response to protests from 
the Upper India and Madras Chambers of CommerOe who raised 


‘ Matheson, op. cit., ch. vi. 


^ Industrial Handbook^ pp. x6o-8. 
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the cry that private trade was invaded. Upon the outbreak of the 
War, however, progress was more rapid ; and Indian chrome leather 
hides found a profitable market in Great Britain. There are several 
difficulties experienced in connexion with the development of chrome 
tanning in Indi^,«such as the highly technical processes requiring 
chemical knowledge and costly mechanical equipment.# A consider- 
able proportion of Indian cow-hides and goatskins is, however, 
erqincntly suited to this* class of wwk, and promising developments 
may be expected under the guidance of the expert tanner whose 
services Jhave been secured by the Government for the development 
of the tanning industry. ^ 

• 823. Protection to the tanning industry. — In 1919, the Indian 
Tariff Act of 1894 was amended and an export duty of 15 per 
cent on hides and skins was levied Avilh a rebate of 10 per cent on 
hides and skins exported to other parts of the Empire and actually 
tanned there. The duty was imposed as a measure of protection 
to the Indian tanning industiy which had received a great stimulus 
from Government patronage during the War but w'hich was likely 
to dwindle w'ith th^fall in military needs unless some other support 
was given to it. •As the Indian tanneries^, how^ever, could only deal 
W'ith a small proportion of the total supply of hides and skins in the 
country, the rebate was defended as a measure of help to the tanning 
industry w'ithin the Empire,* so as to divert* the tanning of Indian 
hides from Germany to the British Empire. The experiment, how- 
ever, failed to achieve either of the oljjects. The Indian tanning 
industry dic^ npt succeed as •expected. There was ^ fall in the 
export of hides from India to half the pre-War level and the greater 
part of the trade again passed to Germany. The Fiscal Commis- 
5 jion condemned the duty as wrong in principle, on the ground that 
if protection was needed, it should have been given through an 
import and not an export duty. The Government of India, impress- 
ed with the defects of the duty, reduced the rate to 5 per cent 
and abdlished the 10 per cent rebate in 1923, the retention of the 5 
per cent duty being -justified on the ground of revenue need. The 
majority of the^Tjycation Inquiry Committee, however, agreeing 
with the Fiscal Commission advised its early abolition. Dr R. P. 
Paranjpye and Sardar Jogendrasingh held that the experience of 
the preceding few years was not conclusive owing to the abnormal 
conditions of the War and advocated a determined policy of 
protection for the Indian tanning industry and the retention of the 
export duty. The Taxation Committee, Jiowever, recommended the 
retention of the duty on skins which enjoy a good reputation in 
the world market and were not injuriously affected by the duty. 
Accordingly, the Finance Member proposed the abolition of the 5 
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per cent export duty on raw hides in the Finance Bill of 1927. 
The Assembly, however, rejected the proposal, to the great dis- 
appointment of the exporters, as it was of the opinion that the 
interests of the Indian tanning industry would be injured by such 
a course. 

The Gov'^rnment of India appointed in September 1929 the 
Hides Cess Inquiry Committee to inquire into and report on the 
advisability of imposing a ccss on the export of raw hides and 
skins and of constituting a Committee to administer such a cess on 
the lines of the Indian Central Cotton Committee for the benefit 
of the industry as a whole. Although the Government Resolution 
announcing the appointment of the Inquiry Committee contained 
the remark that ‘ a satisfactory solution of the difficulty might be 
found in the replacement of the export duty by an export cess \ 
the Committee held (one member, Mr K. L. Price, dissenting) that 
the question of the export duty was not specific'ally referred to 
them and found members* views irreconcilable on it. They recom- 
mended the imposition of a i per cent ad valorem cess on the 
export of raw hides and raw skins, the proceeds to be spent on 
the improvement of raw stock and cjf the tanning and allied 
industries. The cess fund was to be administered by a Ccss 
Committee consisting of the representatives of growers, dealers, 
shippers of raw stock, the taniling industry, co-operative 
societies, Indian States and a few Government officials. It was 

c 

proposed that, pending a decision on the separate question of 
the export duty, the total taxation of raw stock, should remain 
as it wasA ^ 

The 5 per cent export duty on raw hides was abolished by the 
Finance Act of 1934 owing to the decline in the export trade ip 
raw hides with Germany, while the export duty on raw skins was 
abolished by the Finance Act of 1935 in order generally to help 
the revival of the export trade of India (sec also ch. xi). 

The claims for protection of the Indian tanning and leather 
manufacturing industry as a key industry deserve to be carefully 
considered. Alongside of protection, however, theie is considerable 
scope yet for internal improvement, for the principal difficulty which 
the industry has to face is the lack of organization and expert 
skill. Two factors have, however, operated in favour of the tan- 
ning industry in India in recent years. There has been a noticeable 
increase in the consumption of leather, particularly for foot- 
wear, water bags, harnesses, etc. Secondly, with the increased 

^ See Report of the Hides Cess Inquiry Committee (1930), pars. 112, 117, 
122, 126, 127. 
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consumption of meat in Central Europe there is a considerable supply 
of domestic hides at prices so low that there is little inducement for 
Indian hides to be exported. This has made it possible for the 
Indian tanner^ to select hides and still pay foj: them prices higher 
than those rulin^«.in Europe. 

§24. Chemical industries. — ‘ In a modern slate th^ development 
of chemical industries on a scale that lenders them an important 
factor in the economic* life of the State — as they are in England, 
Germany and America — necessitates the provision of certain essen- 
tials at sufficiently low rates.’ Theftic essentials are, at first, the 
fundamental heavy chemicals, especially sulphuric and hydrochloric 
acids, lime, caustic soda, sodium carbonate, nitric acid, etc. They 
are used in the production of 6ther chemicals from indigenous 
sources also for refining the various natural products or materials 
derived from such products. Thus large quantities of sulphuric 
acid and alkali are required for refining fixed and mineral oils. The 
other two essentials are (i) fuel for power, heating purposes and 
metallurgical operations; and (ii) chemical plant. ^ 

Though the Wsw gave a considerable stimulus to many of the 
chemical industr,’cs, India still depenlls largely upon foreign 
chemicals. Thus in 1936-7 she imported chemicals of the value of 
Rfl. 272 lakhs, as compared with the pre-War average of Rs. 90 
lykhs. However owing to the great variety ^nd the relatively small 
quantities of each kind consumed in India, under peace conditions 
Jocal manufacturers have so far confined their attention to a few 
heavy chemicals, such as sulphuric, hydrochloric and nitric acid§, 
which arc largely In demand, the heavy sea freights on acids .serving 
as protection. The absence of this natural protection, however, in 
the case of salts derived from sulphuric acid, has prevented their 
manufacture except on a small scale. Simple extracts and drugs 
arc ali^b manufactured on a small scale. Since the end of the War 
the chemical industries have shown indifferent progress. 

India’s sources of raw materials for heavy chemicals are not 
deficient if only thje various mineral ores arc properly treated. 
Her varied mineral wealth in sulphide ores, saltpetre, alum salts, 
limestone, magnesifim, etc. has been already indicated. Striking 
success has already been achieved in the manufacture of sulphuric 
acid which is a most important key industry for alf chemical 
indjListries, so much so that its production is suggested as a test for 
judging the wealth of a country. There was a large demand for it, 
especially during the War, for explosives. The industry is already 
established in India, but the promise lield out by the project of 


^ Industrial Handbook^ p. $8. 
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smelting at Singhbhum the Burmese zinc concentrates for the 
production of spelter (zinc) has not been fulfilled. The Eastern 
Chemical Co. Ltd., Bombay, put up a case in 1928 before the 
Tariff Board for a substantial subsidy for the manufacture of 
sulpliLiric acid. The industry has at present ♦o face the keen 
competition of powerful European syndicates, Germany and the 
United Kingdom being the most serious rivals.^ As regards nitric 
acid, the home production cannot yet be regarded as adequate. It 
was stated by the representatives of the chemical industries before 
the Tariff Board that tlie establishment of the new refinery for 
H. M. Mint, Bombay, would require about 200 tons of ' nitric acid 
annually w'hich is double the present output. Here again Germany 
is the keenest competitor. The establishment of a plant for the 
recovery of the by-products in coking, such as tar and ammonia, 
has recently been undertaken. 

The other essentials of chemical Industries are fuel and plant. 
Thc fuel situation has already been examined and it has been shown 
how Indian coal deposits are unevenly distributed.^ Coal as fuel is 
for instance cheap in Bengal, which is, therefore, a convenient centre 
for certain chemical industries; not so South . India, however. 
India’s hydro-electric schetnes are not as highly developed ^ those 
in Europe and Amcrioi. Further attempts are necessary to supply 
cheap t?lcctric pow’er for the development of electro-mctallurgicil 
and electro-chemical industries. The special plant required by the 
themical industries w^as imported before the War, but much of the 
simpler plant can be locally manufactured and a start has already 
been made in‘this direction. 

§25. Protection to the heavy chemical industry. — ^This question 
was referred to the Tariff Board in July 1928. The Board concluded 
that the claim of the chemical industry for protection rested pri- 
marily on its supreme national importance. It was a key industry 
w’hose products were used in almost all industries, it was indis- 
pensable for national defence and it provided an essential foundation 
for chemical research in industries and agriculture. The industry 
substantially fulfilled the conditions laid dowh by the Fiscal Com- 
mission and had made out a case for protection. This was to be 
given generally in the form of specific duties. In the case of epsom 
salts and Vine chloride the specific duties proposed were equivalent 
to ad valorem duties of 44 per cent and 34 per cent respectivply. 
On the other ‘chemicals the duties represented substantially the 
existing level of revenue duties. At the expiration of a period of 
seven years of protection, a fresh inquiry was to be held as in the 


* See Report of the Tariff Board on the Heavy Chemical Industry, par. 72. 



Indian IndiistrUs : Old and New 


57 


case of the steel industry. A bounty was to be granted for the 
manufacture of superphosphate which is used as an artificial ferti- 
lizer. The Board recommended reduction of railway freights with 
a view to the formation of a large-scale chemical industry in India. 
Having regard tp •'the overproduction in Europe and manipulation 
of prices by powerful European combines, the Gpvernof-General-in- 
Council ^\as to be empowered to impose additional duties on being 
satisfied that chemicals were entering India at such prices as were 
likely to render the protection given ineffective.^ After a con- 
siderable delay the Heavy Chemical Industry (Protection) Act, 1931, 
‘which was passed on i Octpber 1931, gave effect to some of the 
recQmmcndations of the Tariff Board. It removed magnesium 
chloride from the free list and imfx)sed on this .and certain other 
heavy chemicals protective duties at various rates. These duties 
were to remain in jorce till 31 March 1933 eveept in the case of 
magnesium chloride. The protective duty on the latter was to 
operate up to 31 Man'h 1939 and could be enhanc'cd if necessary. 
The question of continuance of protection to the magnesium chloride 
industry has r^ently '(DeCv mber, 1^937) been referred to the Tariff 
Board. . 

§26. If^il-milling industry. — Wc may *herc say something re- 
garding the oil-milling industry. Though Indfa produces a variety 
of I oil-seeds, she is mainly a* seed-ex[x>rting country and has not 
properly developed the manufacture of finished products such as 
refined oils and oil-seed cakes. In Europe and America, efficient 
plant and improved processes arc used. In India we^ still do our 
oil-pregsing mostly by the archaic method of the bullock and the 
ghani, which leaves a large percentage gf oil in the cakes, im- 
pairing their usefulness for cattle feeding or as fertilizers. In 
acfdition to this the oil is usually highly coloured and impute and 
fetches (Comparatively low prices in the market. 

There has been in recent years a great increase in the number 
of oil-mills worked by steam or other mechanical power, especially 
in the case of mustard^ oil, castor oil, and groundnut oil. There are 
several difficulties experienced by the oil-milling industry in India. 
In the first place, oil-seeds are admitted duty free into most coun- 
tries, whereas finished products are subjected to a tariff duty. 
Secondly, freight on ^eed is lower than on oil and even on cakes. 
Moreffver, the Indian cultivator is prejudiced against machine-made 
cakes' as cattle food or manure. Lastly, India cannot absorb today 
all the cakes or meal manufactured for fertilizers and feeding, though 

•1 

>. See Report of the Tariff Board on the Heavy Chemical Industry, pars. 
74i 137- 
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her interests require an increase in this demand. It is, however, 
both unsound and uneconomic for India to export her oil-seeds in- 
stead of manufacturing the oils and oil-cakes herself. She is 
thereby deprived of the manufacturer’s profits, and Indian agriculture 
of cattle food and manure of high value. Moreov/er, vegetable oils 
have several important uses and play a gcat part in the economic 
life of a civilized community. Vegetable oils and tallow are 
necessary for the manufacture of soap, glycerine, and for culiqary 
and lubricating purposes, etc. Since the War considerable attention 
has been given to the possibility of developing the Indian 
oil-milling industry on a large scalev Persistent effort to place 
the industry on a sound footing will undoubtedly be crowned with 
success. . ^ 

§27.^^aper-making. — The production of machine-made paper in 
India in modern times apparently dates fiom 1870 %vhcn the Bally 
Mills were established on the Hooghly. Its neighbourhood is still 
the principal centre of the industry. The Titaghur Paper Mills were 
established in 1882 and absorbed in 1903 the Imperial Paper Mill, 
which had been started at Kan^dnara in The Bally Mills 

after an apparently promising career for some years were liquidated 
in 1905. For thirty years after 1892 no new paper mill was es- 
tablisljed on the Hooghly, but in 1922, the Indian Paper Pulp 
Company, which w'as# formed in 1918 Yor the production of pulp and 
, paper from bamboo, commenced manufacture of paper in the Naihati 
Mill. As regards the up-country paper mills the oldest of them, 
the Upper Ipdia Couper Mill, w^as established at Luejenow in 1879. 
In 1885 the Deccan Paper Mill Company was formed and ‘Started 
work at Poona in 1887. The most important up-country paper 
mill at present is at Raniganj. It was started in 1891 by the Bengfal 
Paper Mill Company formed in 1889. There are three other small 
paper mills in India, two at Bombay ancl one 'at Punaltir in the 
Travancore State. In 1927-8, the Carnatic Paper Mills started 
operations at Rajmahendry for making paper from paddy, straw 
and bamboo. The Punjab Paper Mills Company has obtained a 
large concession with regard to bhahhar grass sn the Punjab for 
its factory near Saharanpur. Barring these two new mills, the 
full ann^ual capacity of the old nine mills was placed by the Tariff 
Board at 33,000 tons, which would be raised* to 43,000 tons if the 
new mills wpre included. In Assam, a new company haS' been 
formed and at Chittagong a new factory for manufacturing paper 
pulp from bamboos has, been opened. The Indian production of 
paper amounted to 97i,ocx) cwt in 1936-7 as compared with 804,000 
cwt in 1932-3. In the same year there were altogether eleven paper 
mills in India, namely four each in Bengal and Bombay, and one 
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each in the United Provinces, Madras and Travancore. The Tariff 
Board estimated the market open to the Indian paper-maker at the 
“present rate of^ consumption at about 50,000 tons out of a total 
annual consumption estimated by the Board at 100,000 tons. 
Thus when the ftfll production is attained by the existing mills 
they will be supplying four-fifths of ^e whole demand and, 
therefore, the market which the Indian mills can capture is 
not. large enough to admit of any great development of the 
industry. Until the demand in India for liner and more expensive 
^ paper increases substantially no Indian mill will be able to 
compete with the European mills which specialize in the finer 
qualities. 

The staple material of the paper-maker in India has hitherto 
been sdbai grass which grows abundantly in northern India and is 
like the esparto grass in Europe. Indian wood has not yet been 
used to make paper, and pulp is imported from Europe. For the 
cheaper kinds of paper, rags, hemp, jute waste and waste paper 
arc used. The Imlian Paper Pulp ('ompany is a notable exception 
and makes paper ^fom bamboo* pulp. ^Sahai grass grows in 
scattered tufts intermixed with other vegetation and is affected by 
unfavourable seasons. The yield of bamboo p^r acre is larger than 
of |!>Tasses and the cost of production also smaller. Bamboo is 
easily available in Burma, Bengal and south-west India. For the 
great bulk of the paper consumed in India, bamboo fibre is quite 
good enough, though as a paper-making material bambod is inferior 
to sabai grass in strength and* durability. But as already pointed 
out,* the Indian demand for the better qualities of paper is small. 
Bamboo has been the subject of a good deal of attention from this 
pc^nt of view since 1875. In 1905 the possibilities in Burma were 
Investigated by a special expert, and a pulp expert was appointed 
subsequently at the Forest Research Institute. As a result of the 
researches carried out there, great expectations have been raised 
regarding the future of the bamboo paper pulp industry, and it is 
believed that, if the Injlian bamboo and grasses could be success- 
fully utilized for p'apcf pulp, the anxiety regarding a world shortage 
of paper could be largely removed. However although the out- 
look in respect of raw material is promising, the industry is at 
preseqt working und^r certain disadvantages, such as the high cost 
of chemicals, heavy transport charges for coal, and severe foreign 
competition from Scandinavia, Germany, the United Kingdom, 
Austria, Japan, and the U.S.A. Imports of paper have been 
increasing in recent years. The imports of paper and pasteboards 
combined amounted to 2,718,000 cwt valued at Rs. 246 lakhs, in 
1936.7. 
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§28. Protection to paper. — ^The Tariff Board was asked to 
consider the claim to protection made on behalf of the paper and 
paper pulp industry in April 1924. The Board’s investigation 
justified the hope fhat the manufacture of paper pulp and, paper 
from bamboo could be successfully devclopeS in India. They 
recommended a pi'oteclive duty of i anna per lb. for five years on 
certain classes of wiiting and printing paper competing with Indian 
paper and a loan or guarantee in respect of both principal "and 
interest of Rs. 10 lakhs to the Indian Paper Pulp Company at 
Nailiati to enable them to purchase more plant and so test the 
sulphite process on a commercial basis; and the grant of similar 
assistance to any mill \\hich was prepared to test the soda process. 

In 1^25 the Bamboo Paper Industry (Protection) Act was passed 
pro\iding for the imposition of a protective duty of i anna per lb. 
for se\en years until 31 March 1Q32, so as to" secure a firm 
basis for the industry. The Bamboo Paper Industry (Protection) 
Act of 1932 renewed the protective duty up to 31 March 
1939 as recommended by the Tariff Board » \vhich found that 
considerable progress had beerf made in developing the bamboo 
papcT industry, that ample supplies of raw^ material were available 
at lower prices than in 1925, and that the cost of production in 
Indian mills had been materially reduced during the period of 
protection. The same Act imposed a new protective duty of Rs. 45 
per ton on imported wood pulp to supply a definite stimulus to 
the manufacture and use of bamboo pulp. The industry has ndt, 
so far, made any rapid progress by w'ay of new* mills. It is 
understood, however, that a mill is about to be started in Bangalore 
and another one at Hyderabad. The question of continuing 
protection to the paper industry has recently (December, 1937) been 
referred to the Tariff Board. The Board will also .have to 
investigate the question of protection to paste-board, cardboard, 
etc., in view^ of the fact that the raw material in the shape of 
bagasse is now available in sufficient quantities owing to the 
expansion of the sugar industry.^ 

§29. Glass manufacture. — Glass-making, is' a very ancient 
industry, and reference is made to it by Pliny who speaks of the 
superior*- ‘ Indian glass ' made from crystals. However, no traces 
survive of the ancient industry, and all that is certain is thatdn the 
sixteenth century it existed as an established industry but had not 
advanced beyond the stage of producing very inferior material 
utilized for the manufacture of bangles and, to a small extent, 
small bottles and flasks. Then as now there was a large demand 


* The Times of Indian 24 Dwmber 1937. 
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for bangles in the country. More recently, between 1892 and 1893, 
five glass factories of the modern type were established, but they 
were all wound, up sooner or later. Those started under European 
management strugg^led hard and survived long'er, but the last of 
them failed in 1^08. Another European attempt, also unsuccess- 
ful, was made in Madras in 1909. 

The glass industry, however, seems to have a peculiar fascina- 
tiorf for Indians, for, in spite of the previous failures, as many as 
sixteen factories on a small scale wer^ started during the swadeshi 
• period 1906-13 and were the products of pure Indian enterprise. 
In some cases European tra^ined glass-workers assisted them and 
in others they relied on Japanese^ workers under the control of 
Indians who had been to Japan to learn the methods. Only three 
of these factories, however, were in operation on the eve of the 
War, and none of them was making a commercial profit, though 
the Talcgaon factory in the Poona district, aided by the Paisa Fund, 
was paying its way on the somewhat peculiar and non-commercial 
lines on which it tvas run. 

Two well-defined classes of th6 indusjry in its present stage 
can be distinguished : (i) the indigenous * cottage (bangle-making) 
industry; and (ii) the modern factory industry. The indigenous 
industry is spread all over India but is chiefly concentrated in the 
Firozabad district of the United Provinces and* the Bclgaum district 
in the south. There is a large colony of bangle-makers and about • 
siity bangle factories in Firozabad. The Firozabad industry is 
mainly engaged 'in making cheap bangles from glass cakes or 
blocks piadc in larger factories. It supplies nearly one-third of 
the total demand, and was in a flourishihg condition during the 
A\kir period. The * silk * bangles imported from Japan are, however, 
a seriou.^ rival to the hoipe-made article. 

The factory industry is yet in a condition of infancy and its 
production is mainly confined to manufacture of lampware and, to 
a less extent, of bottles and carboys. As a result of the stimulus 
given during the War period by the demand for specialized 
glass passing through the Munitions Board, several factories have 
Avith some success turned out glass tubing, flasks, beakers, Petri 
dishes and test-tubes; and a few works have been started no meet 
the demands of scientific laboratories controlled by the Indian 
Medical Service. Indian factories cannot, however, turn out sheet 
and plate glass, laboratory or table glass or artistic glassw^are, 
though the Ogale Glassworks in the Aundh State (Bombay) have 
recently su^beeded in producing flower-pots of different designs. 

§30. Imports of glass. — In the pre-War days India imported 
glass and glassware valued at Rs. 190 lakhs, the principal imports 
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being bangles, beads, false pearls, sheet and plate glass, lamp- 
ware, bottles and phials, soda-water bottles, tableware, etc. Austria 
and Germany held a predominant position in the trade, their share 
being 57 per cent of the aggregate imports. During the War, 
the imports of bangles and lampware decreased’ and their place 
was partially taken up by Indian wares. The total value of glass- 
ware produced in India was estimated at Rs. 40 lakhs for 1917-18. 
It was estimated by the Tariff Board in 1932 at 140 lakhs. Japan 
has increased her share in the imports of glass enormously. In 

1929- 30, imports were valued at Rs. 252 lakhs and mainly came 
from Japan, the United Kingdom, Gdfmany, Belgium and Czecho- 
slovakia, which sliOAVs that the Indian industry is still in a condition 
of infancy. The Value of the imports receded to Rs. 165 lakhs in 

1930- 1, 122 lakhs in 193 1-2 and again in 1933-4. ^935“^ 

increased to 139 lakhs, but declined to 128 lakhs in 1936-7. Japan 
still retained her predominant position in the trade, her relative 
share being 49 per cent. 

In addition to foreign competition other difficulties are inexperi- 
enced control, lack of trained men, insufficient supply of essential 
materials like coal and soda ash, sand and lime, inadequate finance, 
etc. In 1932, according to the figures published by the Tariff 
Board, there were 59 glass factories, the chief centres being 
Bombay, Jubbulpore, Allahabad, Naini, Bijhoi, Ambala, Lahore 
and Calcutta. The glass industry has a wide geographical distri- 
bution in India and there’ are marked differences in the nature of 
its products ‘^and in the methods of their manufacture in its location. 
But all branches of the industry have a common need for the !^*ame 
raw materials.’ The choice of sites for the glassworks, especially 
during the War period when the high prices led to the neglftct 
of this factor, has not always been qu’te happy, and » personal 
considerations rather than convenience in respect of the vicinity of 
raw materials and markets have often been allowed too much 
Influence. Allahabad and Naini in the United Provinces enjoy 
enormous advantages over other centres like Bombay owing to 
their location in tht vicinity of raw materials and fuel supplies.* 

The fuel difficulty may be overcome by the supply of cheap 
electricity for working electric glass-furnaces, but this is not such 
an easy matter as used to be once fondly imagined. Labour 
difficulties arfe no doubt serious as the glass industry even in its 
simple form is highly technical and can be efficiently conducted 
only by scientifically trained managers and expert workmen. Useful 

* Sec Report of the Tariff Board (Glass Industry), par. 4. 

• See Fox, Notes on Glass Manufacture [Bulletins of Indian Industries and 
Labour, No. 39 (1922)]. 
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work has been done by the Paisa Fund Glassworks at Talegaon in 
training glass-blowers, and the expansion of the industry under 
War condition^ was chiefly due to the supply, of men who came 
from this place, although the training given there leaves much to 
be desired. Sir Alfred Chatterton suggests the establishment of a 
Government glass-factory equipped with ’an efficient technological 
laboratory and a competent staff of experts and skilled glass- 
workers.^ Railway facilities are also necessary. 

§31. Jjl^otection to the glass industry. — In response to the re- 
‘ presentation of the glass manufacturers in India the Government 
of Jndia referred the claim of the glass industry for protection 
to the Tariff Board in October 1931. The Board, which submitted 
its report in 1932, recommended the grant of protection for a 
period of ten years and outlined proposals for protective duties 
on sheet and plate glass, bangles, beads, false pearls, glass and 
glassware. The Government of India’s decision, which was an- 
nounced as late as June 1935, was adverse to the findings of the 
Tariff Board. They, jdid rot accept the plea for protection on the 
ground that the absence of indigenous s*upplies of raw materials 
(namely soda ash) constitutes a disadvantage to the industry which 
canpot possibly be balanced by any advantagcs'which it possesses in 
ot]^er respects. They have, however, postponed their final decision 
until the possibilities of tapping new sources of supply of soda ash 
are fully explored. In the meantime they have decide.d to afford 
the glass-manufacturing industry a certain measure of relief by , 
way of a relJate of duty on imported soda ash, the refund being 
full* in fthe case of soda ash of British and Colonial origin and 
partial (in excess of 10 per cent) in the case of other soda ash. 
This concession will continue for three years, at the end of which 
period, -if it appears that a prima facie case for protection then 
exists, further reference will be made to the Tariff Board. This 
decision jpf the Government of India has created great disappoint- 
ment among the glass manufacturers and has been the subject of 
adverse criticism. in general. The Tariff Board, while admitting 
that satisfactory sources of soda ash were not yet in existence in 

India, did not consider that this fact in itself invalidated the claim 

* 

for protection advanced by the glass industry.* 

The cement industry. — It is surprising that in spite of the 
large nome market in India, favourable conditions to manufacture 
and the national importance of the industry, the cement industry 
occupied an insignificant position before the War, and was not able 


* Industrial Handbook, p. 369. 

’ Report of the Tariff Board (Glass Industry), par. 39. 
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to produce cement up to the requirements of the British standard 
specifications. Even before the War India consumed large quanti- 
ties of cement, importing about 180,000 tons a year. The demand 
for cement has rapidly increased after the War and is now jin the 
neighbourhood of 1,000,000 tons a year. The use of ferro-concrete 
in bridges and heavy structural work of all kinds is extending 
rapidly. It has even been said that the Steel Age is now giving 
place to the Cement and Ferro-concrete Age. 

The manufacture of Portland cement commenced in Madras as 
long ago as 1904. It was, however, only on the eve of the War 
that production on a large scale was 'contemplated in India by the 
three companies formed in The earliest to start opera- 

tions was the Indian Cement Company at Porbundar (Kathiawar) 
follovied by the Katni Cement and Industrial Company (Central 
Provinces) and the Bundi Portland Cement Compaily (Rajputana). 
Recently the industry has developed especially under the patronage 
of the Government who purchased, during the latter part of the 
War, the great bulk of the output. In the post-\Var boom period, 
a number of companies jvere floated under the temptation of large 
profits which the industry was then earning. The three old com- 
fwinies doubled their routput and seven new ones were projected ^and 
six of‘them started operations by 1923. I'lius the development was 
very rapid and the aggregate production increased from 945 tons 
‘ in 1914 to 236,746 tons in 1924, the imports showing a decrease 
from 165,733 to 124,186 tons during the same period. The 
imports furtiier declined to 112,000 tons in 1930-1 of which 63,200 
tons was supplied by the United Kingdom, other principal, sources 
being Japan, Germany, 'Italy and Belgium. In 1936-7 imports of 
cement showed a further decline and amounted to 51,000 tons 
valued at Rs. 19 lakhs, the Madras Presidency and Burma having 
the largest share in the imports owing to the remoteness of their 
situation from Indian cement works. In the same year^ the total 
production of Portland cement in India amounted to 997,000 tons 
as compared with 643,000 tons in 1933-4 and 593,000 tons in 1932-3. 
The quality of Indian cement is not inferior to that of the British 
product and it more than holds its own against the cheaper 
continen'eal cement. The Indian cement industry has recently (1936) 
taken a great step forward with the formation of a new effective 
combine known as the Associated Cement Companies of India, Ltd., 
thanks to the initiative taken by the late Sir F. E. Dinshaw. This 
striking merger of the tdn principal concerns is expected to show 
considerable economies in working.^ 


* Review of the Trade of India, 1936-7, p. 82. 
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The Tariff Board found that the industry possessed natural 
advantages, such as abundant limestone of excellent quality occur- 
ring in many p|irts of the country close to railway lines; suitable 
clay also close to -railway lines; and the production of gypsum in 
the country, though it has to be transported over long distances. 
But the industry labours under a considerable handicap with regard 
to fuel as most of the works are situated away from the coal-fields. 
Regarding markets, the Board points out that the up-country market 
is a naturally protected market for the Indian cement works, which, 
/•xcept for* the Kathiawar factories, arc above 300 miles from any 
port. Elsewhere, Indian cement has to face the competition of 
forcPgn supplies. However, as the principal market for cement in 
India is not up-country but in the ports of Bombay and Calcutta, 
most Indian factories arc at a disadvantage here, being away from 
the ports." 

The Tariff Board, to whom the claim of the industry for protec- 
tion was re/erred in April 11)24, declined to recommend protection 
to the industry on the ground that it w’as suffering from over- 
production and prices were determined by internal competition 
among the Indian manufacturers and not by the imports. The 
Board calculated that the Indian wwks w’crc * already capable of 

supplying a maximum output of 600,000 tons, w'heroas the aVinual 

^ , * . > 
consumption was only 390,000 tons.^ It considered, however, that 

it would not be long before conditions became stable, and with a 

vidvv to the removal of the handicap to which Indian cement is 

subject owing 'to the great distance of most of the factories from 

the coal7fields or the ports, recommended that legislation should 

be introduced authorizing the Government to pay bounties on cement 

consigned from Indian factories to certain ports or to raihvay 

stations .within a , specified radius of these ports, provided the 

payment of bounties did not lead to a reduction in the price of 

Indian cement in relation to the price of imported cement. 

The Government of India did not accept the principle of such 

conditional legislation and decided not to take any action on the 

report. 

§33. Other inquiries by the Tariff Board. — (i) Coal industry , — 
Reference has already been made to the competition of foreign 
coal, especially of the South African coal, and to the demand for 


Report of the Tariff Hoard (Cement Industry), pars. 8-12. 

* Since the Tariff Board reported there has been a striking increase in the 
internal consumption as shown by the fact that in addition to the greatly 
increased home production of 997,000 tons in 1936-7, 51,000 tons of cement 
was imported, as stated above, during the same year. 

5 
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protection for the Indian coal industry.^ The 7 'ariff Board con- 
cluded its inquiry in 1926 and reported that there was no case for 
general protection, but that a duty at the rate of Rs. 1-8-0 per ton 
would be justifiable! The Majority Report pointed out that a case 
had not been made out for a protective duty oii all imported *coal. 
No doubt the irfdustry ^ possesses great natural advantages but 
protection would not result in any substantial development. The 
depression in the industry was principally due to over-rapid 
development during a period of high prices. Moreover, in principle, 
measures which tend to raise the cost of fuel should not* as a rule ^ 
be adopted unless the reasons for them are cogent and convincing. 
The Tariff Board advised colliery-owners to try to remove * the 
prejudice in the west of India regarding Bengal coal. The 
certificates issued by the Coal Grading Board should be a great 
help in this connexion.^ Mr (now Sir) Padamji Ginwala in his 
separate Report pointed out that a protective duty on English coal 
was not justifiable as it is of a kind and quality dilTerenJt from and 
superior to Indian coal which cannot reasonably be expected to 
compete with the former^, The' imports from * Australia and Japan 
were negligible. Hence there was no need for a protective duty on 
imported coal, except on South African coal.’ 

Mi« Ginwala dissenting from his colleagues recommended that a 
countervailing duty o‘f Rs. 1-8-0 per ton in addition to the existing 
• duty of 8 annas per ton should be imposed on South African coal. 
He held that extensive damage had been done to the Indian coal 
industry by*.the competition of South African coal »in India and 
the Eastern markets, and that the bounty, in the form of freight 
concessions to the export coal and part of the bunker coal, granted 
by the South African Railways, was the principal cause of the 
damage and that the imposition of a countervailing duty was 
justifiable in accordance with the policy of discriminating protection. 
The Government of India agreed with the unanimous finding of the 
Board that the case for a protective duty on all imported coal had 
not been established, and endorsed the view of the majority that 
in the existing circumstances the imposition of any duty was not 
advisable. The issue of a countervailing duty of Rs. 1-8-0 per ton on 
imports ‘‘of South African coal (in addition ta the existing revenue 
duty of 10 annas per ton on foreign coal) was once tagain 
raised by the Associated Chambers of Commerce who, at *their 
annual conference in 1935, put in a strong plea for the levy of such 


’ See vol. I, ch. i, §29. 

* Majority Report 0) the Tariff Board (Coal Industry), par. 52. 

* Minority Report of the Tariff Board (Coal Industry), par. 2. 
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a duty with a view to giving protection to the Indian coal industry 
against imports of South African coal which take away the demand^ 
which is already small in comparison with the output of coal.^ 
(ii) Match industry . — With the exception of the Gujarat Islam Match 
Factory in Ahmedabad founded in 1895, there was no successful 
manufacture of matches on a commercial scale in India" before 1921. 
From lime to time factories on a small scale were started, but they 
soon closed down owing to unsuitable location, inadequate capital, 
or inefficient management. There has been considerable expansion 
in recent years as a result of the imposition, in 1922, of an import 
duty for revenue purposes ^n matches of Rs. 1-8-0 per gross, or 
more than 100 per cent ad valorem. The industry commands a 
large home market, consumption being estimated at seventeen 
million gross a year. Labour is cheap and well able to manipulate 
the simple machinery. There are at present about twenty-seven 
factories with a capacity of 500 gross a day or over. The most 
striking development has been the establishment, in view of the 
import duty, of match factories in India by the gigantic Swedish 
combine, which alMiady 'Controls* about seventy per cent of the 
total world’s demand, and there has been considerable agitation by 
the Indian Chambers of Commerce about the adverse repercussions 
of* this dominant foreign concern on the indigenous industry. 
Regarding the claim for protection, the Beard reporting in 1928 
held that the prices of Indian matches were regulated by internal 
'Competition and the consumer got them ,as cheap as it was possible 
to get them, and that the industry would be able tq resist worl^ 
competition without the assistance of the Stale. It recommended, 
however, that the current revenue import duty of Rs. 1-8-0 per 
gross should be converted into a protective duty for an indefinite 
period so as to give assurance to the industry that it would not 
be deprived suddenly of the protection it had enjoyed so far. It 
did not, however, recommend any measures for the time being to 
safeguard Indian interests against the Swedish Match Company in 
India. It held that the company had been doing useful work in 
the expansion of* the industry in India, and that with protection for 
the Indian industry it would help powerfully in developing Indian 
sources of supply of the raw material and, in general, in enhancing 
the standard of quality and introducing modern methods. The 
Board, however, advised the Swedish Match Company to adapt 
itself to Indian nationalist and political sensitiveness by reconstruct- 
ing itself with a rupee capital and admijiting Indian directors, and 
acknowledged the necessity of keeping a watch on the company 


* See vol. I, loc. cit. 
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to see that it did not employ its large resources to establish a 
monopoly in India.* 

The Assembly passed the Match Industry Protection Bill in 
September 1928 as Recommended by the Tariff Board, by which a 
duty of Rs. 1-8-0 was levied on a gross of boxes <each containing 
100 matchesi A duty of 4J annas was levied on every pound of 
undipped splints used for match-making, and of 6 annas per lb. 
on veneers used in box-making. A considerable section of public 
opinion in the country along with the Indian Chambers of 
Commerce was strong; ly opposed to the policy of the Tariff Board 
and the Government in allowing a foreign concern like the Swedish 
Match Company to avail itself of the advantage of protection -with- 
out the statutory adoption of the usual precautions to safeguard 
Indian interests. The Government assured the Assembly, however, 
that they would certainl}' take special piec'autions' to sec that the 
Swedish combine did not prove a menace to the indif>enous industry 
by developing into a monopolistic concern.- They also announced 
that they did not contemplate keeping the protective dut\ for long 
at its present height. The Indi&n match industry, shelt('red by a 
high tariff, is thus able to meet India’s domestic requirements and 
imports of foreign matches are now insignificant. Only 379,000 
gross of boxes of matches valued at Rs. 4 lakhs was imported in 
1930-1, as compared w'ith 13^ million gross valued at Rs. 204 lakFis 
in 192 1-2. The imports in 1936-7 further declined to 55,000 gross 
valued at Rs. 48,000.'’ (iii) Gold thread industry , — It is gratifying 
that the Gold Thread Industry (Protection) Act, whicK was passed 
in February 1931, gave effect to the recommendations of the Tanft* 
Board regarding the graftt of protection to the industry in India. 
It imposed for a period of ten years, a protective duty eff 50 pci* 
cent ad valorem on silver thread and wire iiu'luding .so-called gold 
thread and w^ire, as wtII as silver leaf and lametta, metallic spangles 
and articles of a like nature. It also restored the duty on silver 
plate and on silver manufactures ‘ not otherwise specified^ to the 
original level of 30 per cent ad valorem, 

* The Board hold that it was utterly impossible to build up a cottage 
match-maknrig industry in India, in view (jf the campotition of the mass 
production of factories. See Report of the Tariff Board (Match Industry), 
1028, pars. 13 1-2., • 

® The Federation of Indian Chambers of Commerce at their annual session 
in 1931 urged the Government to take .steps to secure the acceptance by the 
Swedish Match Company of the recommcndation.s made by the Tariff Board 
in view of its unfair activities, such as rate war with the indigenous industry. 

■ The imposition of an excise duty on matches in 1934 and the consequent 
changes in the import duties are dealt with in ch. xi. 
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Cottage Industries 

§34. Causes of the persistence of small-scale production. — 

Industrial advance at the present time is g-enqrally associated with 
the predominance^ of production on a lar^c scale. It must be 
remembered, however, that it does not necessanly brinjr about the 
total extinction of small-scale industry. * Even in modern factory 
production, there are of course limits beyond which it is not ad- 

vanta.q'cous to increase the scale of production. The most efTectivc 

scale of, production is a matter which to some extent depends on 
the kind of motive power used. The increasing" use of electricity 
instead of steam would, for example, tend to make the unit of 

production smaller than the ave/age factory pt present without 

involving" any sacrifice of important external and internal economics. 
Ag-ain, in ever}' progressive society there are a number of articles, 
such as artistic products and many luxury goods, which do not 
l(‘nd themselves to standardized production. Further, niany of the 
improvements in the material equipment of civilization give rise to 
a number of small evtablishments to keep them going. An illustra- 
tion that readily comes to mind is the nlultiplication of workshops 
for mechanical repairs which come in th(‘ \\ake of any considerable 
dei^elopment of motor transport. Finally, nenv industries, so long 
au they are in an experimontal stage, are /irst tried on a small 
scale and it is only when their success is demonstrated that they 
are organized on a large scale. ^ It thus comes about that even 
in the most advanced countries of the West, a number of small 
industries exist and flourish side by side with large-scale industries. 
For example, in France more than ninety-nine per cent of the 
industrial establishments employ less than too workmen each and 
of these the great majority employ less than fifty workers each. 
It is ifitercsting To observe that, even in England, the home of 
large-scale industry, as many as 36,000 factories and workshops 
employed not more than five workers apiece in 1897, and even as 
late as in 1913, in tl;e majority of trades the number of employees 
per establishmeni was' below twenty.* 

§35. Industriali 2 ation and cottage industries in India. — In India, 
particularly under the present conditions, industrial expansion 
in the near future iS likely to be marked by the multiplication of 
sm^I-scale enterprises all over the country. This is, however, a 
different thing from saying that India's progress in industrialization 
will leave all the industries of the old type intact and in undimin- 
ished vigour. Some old, lifeless industries will almost always lie 


’ Radhakamal Mukerjee, The Foundations of Indian Economics, p. 360. 
• Economic Journal, December 1922, pp. 489-90. 
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about the cradles of new-born modern industries, and we must 
expect that intense industrialization will be injurious to some of the 
handicrafts which exist at present. In some cases, the disappear- 
ance of old handicrafts may be unavoidable and must be accepted 
as the price of industrial prog^ress. Every* effort, however, 
should be made \o mirvimize the suffering and demoralization 
attendant upon the transition and to ease the passage of inevitable 
change by taking care that it is not too sudden and "by 
assisting those adversely affected by it to find a suitable alternative 
employment and in other ways. A brief account has already been 
given of the manner in which the economic transition in India has 
affected the various indigenous industries,’ and it has been pointed 
out that the artisjfns were left to their own resources and had to 
meet the new situation as best they could without any sort of 
guidance or help from the State. This was a mistake and care 
should be taken not to repeat it in future, (i) Some of the old 
industries like hand-spinning have already succumbed and we 
do not believe that the country is likely to gain by attempts to 
resuscitate it by artificial means,- though we have already admitted 
that as an ancillary occupation to agriculture it has some small 
possibilities, (ii) ThQ»*e are other cottage industries whose products 
are competing directly with machine-made goods and which may 
be described as beinj^ in a state of suspended animation. Those 
•who cling to them do so because of their unwillingness to give 
up their hereditary occupation, or because they arc deterred hy 
the hard conditions of factory w'orfe as at present organized, or 
it may be that they arc forced to remain in their tra^liticnial 
vocation by ‘ the patron and incubus ’ of the petty artisan in 
India — the merchant-financier, wdio is interested in keeping him thene 
indefinitely, so that he may recover his pioney and continue to 
exploit him. Each of these cases suggests its owm appropriate 
remedy. Sheer conservatism must be overcome by propaganda and 
education which should teach the artisan quickly to adapt himself 
to changed circumstances. The dread of factory work must be 
removed by improving the lot of the factory -worker and making 
conditions of work in the cities less deterrent than they happen 
to be at [present. Emancipation from indebtedness must be effected 
by co-operative credit and other methods already discussed.* (iii) 
The third category is that of cottage industries which, do not suffer 
from inherent and irremediable weakness like the first two classes 
just noticed and may be fit* to survive even under modern conditions. 

^ See vol. I, ch. v, §§20, 21, 25; also see Report on the Survey of Cottage 
Industries in Madras Presidency (1929). 
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Those industries, for example, which are closely connected with 
agriculture and which require simple tools have generally nothing 
to fear from factory goods. There are also cases where the artisans 
have successfully, adapted themselves to the new conditions and 
learnt to use superior raw materials and better tools. * The weaver 
has taken to mill yarn, the dyer to synthetic dyes, the brass and 
coppersmith to sheet metal, the blacksmith to iron rolled in 
convenient sections, in each case with advantage to himself from 
the lessened cost of production, which has greatly extended his 
market. 'In some districts in lower Bengal, the weavers use the 
fly-shuttle slay extensively ; ^and they have recently adopted it in 
large numbers in the coast districts of the Madras Presidency ; while 
it is also gradually coming into use elsewl;ere. The tailors 
invariably employ sew'ing machines, and town artisans readily take 
to improved tools of European or American manufacture. Again, 
the economic strength of some of the handicraftsmen is due to the 
fact that the goods they turn out are of such a character that they 
allow no scope fpr the employment of automatic machinery and 
large-scale production, or are not ^iny cheaper or better for being 
machine-made rather than hand-made. Also, popular taste may re- 
quire too great a variety for the goods to be profitably turned out 
on a large scale by means of modern mechanical appliances. 
Proximity of the market, aifd a more intimate knowledge of the 
consumers’ wants may further turn the scale in favour of the 
cottage worker.^ Further, the self-sufficiency of the village, though 
no longer preserved in its entirety, is not altogether a thing of the^ 
pas| even now, particularly wdiere the raihvay has not yet 
penetrated, and consequently some of thci artisans still continue to 
opeupy their old recognized place in I he corporate organization of 
the village and serve the simpler needs of the village-folk as in the 
days of yore, receiving* their remuneration in the manner already 
described.** How^cver, the self-sufficiency of the village is being 
invaded more and more, and as it disappears the position of these 
artisans will need to be adjusted. 


* Industrial Commission Report^ par. 255. 

® ‘ Thus some kinds ©f head-wear, dhotis and saris made by the *hand-ioom 
weavers have not been displaced by modern factories. The weavers of Dacca, 
Murshidabad, Madura and Benares, those engaged in making embroideries in 
Lucknow and Delhi and lace in Surat supply commodities for which the demand 
in the country has not been seriously affected by competition with similar 
machine-made articles. The metal worker, the shoemaker, the goldsmith, the 
tailor, the confectioner and other craftsmen fall into the .same category and 
are similarly protected .' — India in p. 330. 

■ See vol. I, ch. v, §14. 
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Modern industry has made only a moderate advance in this 
country so far. Nor has the policy of free imports of cheap foreig-n 
manufactures, which was in full swing- until quite recently, wrought 
anything like the complete destruction of all the*, indigenous indus- 
tries. Workers in the various c'ottage industries ^till fc^rm a large 
pen'entage' of the population in almost ('very town and village. 
Their numbers are still vastly larger than those of the operatives 
employed in ori>ani/cd industries.’ And while striving for rapid 
industrial expansion ^^'c must \\alch it with reference to its effects 
on the welfare of these numerous humble artisans throughout the. 
c'ounlry. 

We may repc'at that this dcM's not imply that the State should 
try to perpcituate* the existence of all old industries whatsoi'viT at 
any cost, but it doc's suggest a thorough investigation of the posi- 
tion of each cottage industry in view of the prospc'ct in the n(*ar 
future of substantial progress towards industriali/alion. Where it 
appears that an old industry is doomed to extinction,, it is the 
part of wisdom to ac'cept the inevitable ; and the problem in this c'ase 
would be that of securing a painless euthanasia.' Where, however^ 
an industry of the old type possesses elements cT inherent vitality, 
its survival should l,)e assisted by every possible means. If large- 
scale /organization is the essential condition of industrial progress 
we must accept it un'nesitatingly while guarding against its peculiar 
evils and dangers. Hut it is obvious that when* org-anization of the 
old type does not spell c'conomic stagnation or weakness its 
('on tinned prosperity should be the object of our' scilicitude. The 
cottage industry secures a happier existem'e for the craftsman \vho 
works under comparatively healthy conditions in his own home in 
the midst of his family. Understanding as he docs the w’hole sertes 
of ('onnexions between the making and the using of the anlicles he 
produces, he can take much greater interest in his w’ork and is able 
to enjoy something of the pleasure of artistic crcxition. Jt is also 
clear that in the cottage industry with its autonomous worker, 
there is no place for any antagonism between the employers and 
the employed, the possibility of which constitutes an ever-present 
difficulty of modern industry. 

In the light of these remarks we shall now proceed to examine 
briefly the present position of some of the cottage industries in 
India, and fdr this purpose we shall select the textile industries 
which are by far the most important and the widest in extent in 
India. 


* See Industrial Commission Report^ p«nr. 255. 
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§36. The cotton hand-loom industry. — Hand-spinnings of cotton 
is now almost completely exting-uished and it need not detain us.^ 
'rhe extent and importance of the hand-loom industry are not 
gsenerally appreoiated. The Cotton Textile Tariff Board in its 
Report published in 1932 estimated the number of hand-looms at 
1,984,950 while the census of 1931 returned 2,^^75,000 ^vorkers as 
beings engaged in cotton and silk weaving and spinning.^ And 
thwugh it is no longer true that ' everyone from the Cape of (jood 
Hope to China, man and woman, is clothed from head to foot in 
the product of Indian looms * (Pyrard), and though the present 
position of the industry is" far from satisfactory, it has a great 
fufure before it if suitable measures are taken to organize it 
properly. 

There is no gainsaying the fact that hand-loom weaving has 
suffered — and in some cases suffered severely — on ac'coiint of the 
competition of mill-made goods and the weaver has had no chance 
of success, when pitted against large-scale organization turning out 
exactly identical virticles at a much smallcT cost. In these circum- 
stances, the weaver has had to abandon his calling in favour of 
agfriculture, often joining the ranks of landless labourers, and is 
forced to lead a very precarious existence uiMi ev(‘n less power of 
resi.stance against famine and scarcity than the ordinary cultivator. 
His position is, however, stronger in the case of goods which are 
cither loo coarse or too refined and artistic and as regmrds which 
the hand-loom can hold its own against machinery. The poorer 
classes, especially the villagers, prefer the hand-loom -cloth as it is ‘ 
supposed to be stronger and more durable than anything of the 
same kind produced by the mills. The mills cannot take up the 
manufacture of the large number of specialized types of cloth, the 
u.se of which is decreed by the slow-moving Indian custom, because 
although the demand in the aggregate is large, the demand for 
each type is too small to make its manufacture in a factory econo- 
mically worth considering. There is, of course, also the case of 
the finest fabrics oP genuine artistic excellence where individual 
skill is required/ TJiere is thus a clearly demarcated field where 
the handicraftsman remains supreme and which cannot be usurped 
by the factory. The table on page 30 shows an incrca. 4 e in the 
Indiap hand-loom production between 1905-6 and 1936-7 from 108 

* We have already discussed the possibility of the revival of the charka 
in vol. I, ch. viii, §iq. 

* For an excellent summary of the present position of the cotton hand-loom 
industry in the various provinces see Report of the Central Banking Inquiry 
Committee^ par. 299. See also State Action in Respect of Industries^ 792^-35, 
ch. Hi. 
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crore yards to 149 crore yards. This means that the hand- 
loom supplies nearly 25 per cent of the total demand for cloth 
in India. The inability of the Indian mills ^ to make up 
adequately the deficiency of imported cloth during the War ^and 
the very high prices of mill-woven cloth after the Armistice were 
fac'tors which siibfetantially helped the weaver. Since 1922 how- 
ever, the weaver has suffered by foreign (especially Japanese) 
competition and increased competition of Indian mills ; though •the 
more skilful and enterprising, men have taken to silk-weaving and 
lace work. Altogether the hand-loom weaving industry * has dis- 
played a surprising degree of vitality and adaptability. 

The weaver working in his own home works longer hours than 
the factory labour^r, and has also the advantage of unpaid assis- 
tance from the women in the family in the intervals of domestic 
work. He is moreover content w'ith a vf^ry small mar'gin of profits 
as his standard of comfort is knv. While this is a factor which 
increases his competitive power, its existence is not a , matter for 
congratulation. The aim of reform ought to be so to improve the 
efficiency of the hand-worker as to enable him to adopt and maintain 
a higher standard of life. Although there arc sound economic 
reasons for hoping tjiat he ought to prosper if he confines himself 
to his# proper sphere of work where the factory cannot trench* on 
his dominion, his actual position is one of extreme poverty a^hd 
distress. The discussion of the causes of and lemcdies for this 
state of things is capable of a generalized treatment applicable to 
all the cottage industries and has been placed at the end of the 
chapter together w'ith the recent measures of help to the hand-Wom 
industry^ adopted by the* Government of India. 

§37. Woollen industry. — The manufacture of w^oollen goods jn 
some shape or form is found in all parts^ of the country^ for the 
simple reason that the sheep is a ubiquitous animal, though the 
quality of the w^ool varies from place to place, the sheep in the hilly 
tracts generally yielding wool of finer quality than those in the 
plains. 

Under the Moguls the manufacture of .w^oollen carpets had 
reached a high pitch of excellence. The demand for woollen carpets 
came mainly from the royal courts and the nobility, and the 
industry found its natural habitat in the principal capital pities, 
though it migrated to other centres on the break-up of the Mogul 
Empire. The downfall of the Empire practically extinguished the 
local demand for carpets, but it was gradually replaced by foreign 
demand after the establishment of British rule. The foreign 
demand, however, although it helped to stay the economic ruin 
of the artisans, was responsible for a deterioration in the quality 
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of the goods. It encouraged the production of cheap articles 
fashioned according to patterns sent out to India from abroad. 
The growing use of aniline dyes was a further cause of deteriora- 
tion. The o[>ening of the foreign markets also' led to the appear- 
ance of a large number of middlemen, which is the characteristic 
feature of trade in modern India, especially of the export trade; 
carpet-weaving in India at the present time depends almost entirely 
on foreign demand which absorbs as much as 90 per cent of the 
total production. 

The carpet-weavers were mostly Mohammedans who organized 
themselves into caste guilds ;vhich controlled the wages of workers 
anef the prices as well as the quality of the goods produced. 
The guilds seemed to have functioned effectively and exercised a 
salutary influence on the industry. In course of time, however, 
the guild organization suffered disintegration. Also, the craft 
ceased to be the monopoly of Mohammedans and has come to be 
practised by a small number of Hindus as well, who often combine 
it with agriculture:. About fifty years ago, carpet- weaving w'as 
introduced into the jails, and the convicts trained in them 
often found employment in factories started at different places by 
exporting firms. 

Considered as a cottage industry, carpet-w'caving is » in a 
languishing condition on account of the igno^ance and poverty of 
the wTaver and the absence of organization. It is usual for the 
weaver to accept advances of mon(*y from the dealer, and the 
system of advances tends to convert the independent handicraftsman 
into a bond slave of the dealer and destroys personal interest in the 
work on the part of the weaver and all incentiA^e far improvement. 
He is not able to take his labour or goods to the best possible 
market but must work acc'ording to the dictation of the dealer. 

The manufjicture of shawls had attained great renown in India 
in the pre-British days, especially in Kashmir, and the Moguls 
were particularly interested in its development. For example, it 
was due to the efforts and patronage of Akbar that the industry 
came to be established at other centres than Kashmir, such as 
Amritsar, Lahore, Ludhiana, etc. The shawls of Kashmir Avere 
unrivalled for softness and fineness of texture and were in great 
demand in the countries across the frontier and in Russia. The 
famine of 1830 dealt a severe blow to the industry from which it 
never quite recovered and its difficulties w^ere enhanced by the 
numerous imposts to which it was subjected in the Kashmir State. 
The development of an export trade to Europe which began in the 
early years of the nineteenth century w'as helpful in arresting the 
decline of the industry and is supposed to have at one time provided 
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employment for over 15,000 workers. The Franco-German war of 
1871, ho\\ever, was responsible for an abrupt shrinkaf^e of the 
Kuropcan demand. Nor was this sudden check temporary in 
character, for shawls rapidly went out of fashion in Europe and 
in spite of the close of the war no revival was experienced by the 
trade. Another importr^nt factor which contributed to this result 
w'as the starting; of shawl manufacture at Paisley in Eng’land. The 
sale of the famous Paisley shaw’ls at one time exceeded a million 
pounds sterling- and they ^successfully ousted the Indian article 
from the European markets. 

Another woollen manufacture that is widely prevalent in the 
counii v is that of the coarse rough blanket {knmhli)^ which is put 
to siK'h a variety of uses by the humble folk in the villag;cs and 
* serves as bed, portmanteau, overcoat or umbrella The produc- 
tion of blankets is g;en(*rally a hy-occiipation pursu(‘d by shepherds 
or ag;riculturists who are mostly Hindus. There is no export trade 
in these articles but the industry is nevertheless important because 
a very large number of people are engaged in it. It is immune 
from the competition of machine-made goods because the latter 
cannot stand the rough w’ear to wdiich the katnhli is subjected. 
Having regard to ^he facility with which the raw' materials c'an 
be obtained in every part of the country and the largeness of the 
home market, blanket-weaving would appear to hold out great 
promise as a cottage industry and its possibilities should be 
systematically explored. The woollen hand-loom industry gives 
part-time employment to about 400,000 people. 

§38. Sericulture and silk manufactures. — The first essential 
for the production of faw' silk is an adequate stock of mulberry 
trees for feeding the w^orms in their larval stage. The soil 'in 
w hich the mulberry grows, and the age and c^nidition of .the trees 
are important factors governing the succ'cssful practice of sericulture. 
An abundant and cheap labour supply is another indispensable 
factor. Whatever succ'ess sericulture has achieved in India has 
been confined to those parts of the country, like Bengal, Kashmir 
and Mysore, w'hcrc all these conditions are found to be present. 

Roughly, during the first three-quarters of the seventeenth 
century the East India Company was primarily interested in the 
trade in raw silk. Sub.scquently the Company realized that greater 
profits were lo be made by exporting Indian silk manufactures to 
England and they pursued this policy with sufficient vigour and 
success to alarm weavers in England. Owing to the opposition 
of English weavers and for other reasons, the East India Company 
once more reverted to the trade in raw" silk and suffered heavy 
losses, which compelled them to withdraw from active participation 
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in the trade after 1835. In the meanwhile, the policy of favour- 
ing the production of raw silk and discouraging that of manu- 
factures had an adverse influence on the indigenous wcjiving 
industry.^ Its position was further worsened by causes similar to 
those referred to in •explanation of the decline of the woollen manu- 
factures of carp)ets and shaw'ls, namely a change in the nature of 
the European demand and the progress of silk-weaving in Europe, 
whiqh soon outstripped the Indian industry as regards technique. “ 
To this list of causes must be added the emergence of Japan, China 
and the United Slates as competitors in the European markets, 
and as regards the local marl^t, the demand for the kind of goods 
produced on the hand-loom was diminishing among the educated 
and well-to-do classes who might Iiave been expected to fill, but 
did not fill, the void created !)y the extinction of the old nobility 
and the royal courts. 

In short, both sericulture and silk-weaving have suffered in 
India in recent times. India’s exports of the raw material have 
not only decreased, in volume but have changed in form. Most of 
the silk exported at •present is in Vhe form of waste or cocoons. 
The reeling is so badly done in India that toreign countries prefer 
to lake the cocoons from this country and do the reeling themselves. 
Tlie«same reason explains the increasing popularity of imiprled 
silk* in India. The Indian w'eavers themselves prefer the more 
even re-reeled Chinese or Japanese to the home-made product which 
is • full of knots and loose ends and of unequal strength \ Efforts 
are being ma^e, ^especially in Hengal, to improve the, quality of r 
the Indian silk. The Agricultural Departnumt in that province 
runs two* sericultural schools. A large nun*ber of seed farms have 
also been started and are managed under departmental supervision 
by students who have completed their course at one of the schools. 
The students trained at Ihe schools are given aw'ards of Rs. 250 
each and are provided with ‘ seed stocks ’ from the Government 
nurseries A^r erecting rearing-houses. This is known as the Selected 
Rearers System and is showing good results. .Attempts arc also 
being made in A^sam and the Indian States of Kashmir and 
Mysore to encourage sericulture. In 1935 the Government of India 

established the Imperial Sericultural Committee, and .grants 

• 

* The decline of the silk industry is indicated in a striking manner by 
figures 'for the export trade. The value of the export of silk manufactures in 
1886 was Rs. 32,96,000 ; in 1936-7 it amounted to only Ks. 2,83,000. 

• ‘ Up to 1830 India exported more woven silk than she imported, but since 
about 1840, her silk goods have been gradually ousted from both the internal 
and external markets, and the export of silk manufactures has tended to decline 
slightly since the pre-War period.' — Anstey, The Economic Development of India, 
p. 284. 
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amounting* to Rs. 93,000 as recommended by it were allotted to 
various provinces to enable them to set up schemes for the benefit 
of sericulture in Bengal, Assam, Madras, Bihar and Orissa and 
Burma.* The schemes are designed to increase production of 
disease-free seeds and to help in investigating ‘questions cqpnected 
with silk-worm disease. An annual grant of Rs. 1,00,000 for fiye 
years from i April 1935 to 31 March 1940 was promised by the 
Government of India. The additional stiVnulus to silk production 
provided by the high revenue duty of 15 per cent on imports of 
foreign silk was partially lost owing to the reduction of the duty 
on imported artificial silk to 7^ per cent in 1927, though owing to 
tariff changes in 1931 the duty was again restored to its fo/mer 
level of 15 per •cent. Imports of artificial silk varn have been 
rapidly mcre.'ising in recent years. The increase between 1922-3 and 
1928-0 A^as from 225,000 lb. to 7,700,000 lb. The imports in 
1936-7 reached the record level of 17,600,000 lb. valued at Rs. 99 
lakhs. In the same year the total imports of artificial silk amounted 
to Rs. 3,86 lakhs. Japan dominates all branches of 'the import 
trade. Reduced prices and in?proved quality have contributed to 
the increasing popularity of rayon products. The chief sources of 
import of yarn are Japan and Italy. As to silk-weaving, the 
indigenous industry has been steadily losing ground to manufactures 
from abroad for want of efficient organization, the hopelessly 
inadequate resources of the average weaver and his antiquated 
methods of production. The manufacture of silk goods as a cottage 
industry enjoys certain exceptional advantages in the existing 
circumstances in India. Large-scale production with modern 
mechanical appliances i» relatively more difficult than in the case of 
cotton manufactures and has hardly yet made a beginning in this 
country. Besides, silk manufactures, being largely of the nature 
of luxury goods in India, admit of a great diversity in workmanship, 
so that a large sphere of operations will always remain which the 
hand-loom alone can occupy. As regards imports of finisfhed goods 
from abroad, the home industry is sheltered* in a large measure by 
the import duty on manufactured g(X)ds whicb is twice as high 
as in the case of the raw material. Lastly, there has been in recent 
years tbe growth of a well-marked tendency on the part of Indians 
to extend a patriotic preference to indigenous as against foreign 
goods. Circumstances ^vould thus seem to be peculiarly propitious 
at present for reviving the silk cottage industry. 

It may be mentioned in this connexion that the Indian Tariff 
(Textile Protection) Act, 1934, also gave effect to the decisions of 


* See India in 1934-59 P« 25 - 
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the Government of India on the recommendations of the Tariff Board 
appointed to investigate the claims of the scricultural industry to 
protection. It^ imposed protective duties on raw silk, silk yarn, 
piece-goods and mixtures as well as on fabrics of artificial silk 
and mixtures; in ‘addition the duty on artificial silk yarn, which 
competes with silk yarn, was raised to 25^pcr cent ad valorem with 
an alternative minimum specific duty of 3 annas per lb. 

•§39. Other cottage Industries. — The present position of different 
cottage industries has already been indicated in the chapter 
‘ Economfic Transition in India *, (vol. I, ch. v), while the cottage 
branch of the oil-milling, tanning, glass-making and match-making 
industries has been noticed in our treatment of these industries. 
The present position and pros{>ects of subsidiary agricultural 
industries have also been discussed under Agricultural Organiza- 
tion (vol. I, ch. viii). There are numerous other cottage industries 
such as embroidery work, furniture, metal and cutlery, gold and 
silver thread industries, pottery, soap-making, cap-making, doll- and 
statuette-making, .bead manufacture, etc.^ For want of space we 
cannot enter upon afi* exhaustive tr^‘atmcnt of all cottage industries 
here.^ Suffice it to say that, having regard to the important place 
they will always occupy in our national economy, wc can no more 
nffdrd to neglect them than we can afford to neglect agri(;ulturc, 
however keen our concern ‘ for the rapid •progress of modern 
industrialism. 

• §40. Methods of aid to cottage industries.'^ — ^'Fhe ignorance and 
poverty of t|;ie , small artisan together with the absence of any 
effective organization for directing him make it necessary that a 
comprehensive scheme for assisting him •must be elaborated and 
put into operation. 'Fhe first obvious step, of course, is better 
general education w^hich should make some attempt to provide 
manual * training and instruction in industrial crafts. Over and 
above this, sufficient provision for the education of the artisan in 
special ifldustrial schools, preferably controlled by the Director of 
Industries, is necessary. In Bombay, the Department maintains 
six weaving schools for the benefit of the hand-loom weavers. The 
Industrial Commission also recommended that, for the training of 
the more intelligent of the artisans, demonstration h^^nd-loom 

factories assisted by' the Government should be started, and a 

• 

* for an interesting description of the various cottage industries in Madras, 
.see Report on the Survey of Cottage Industries in Madras Presidency ; aKo 
Gadgil, op. cit., pp. 299-304. 

* For details of wages, etc. of some of these see Matheson, op. cit., ch. vi 
and Appendix IV. 

* See A. G. Clow, The State arid Industry, ch. vi and Report of the Central 
Banking Inquiry Committee, par. 300. 
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commercial section should be attached to the weaving^ schools, so 
that the more enterprising^ artisans so trained might be fitted to 
start small hand-loom factories on their own account. The jails 
and reformatory schools make a speciality of teaching various 
industrial crafts to their inmates such as carpentry, cantf and 
bamboo wo/k, etc. with a view to enable the prisoners to set up 
as craftsmen after they arc discharged. Their career, however, 
after they are released is not systematically watched over a 
sufficiently long |>eriod and it is difficult to say how far this effort 
at giving instruction in handicrafts to the prisoners is helping the 
maintenance of collage industries. ()n^ of the handicaps from which 
the cottage industries very often suffer is the difficulty of obtaining 
cheap raw material of good Cjuality. The necessity of improving 
the qiial'ty of indigenous cotton and silk, for example, is obvious 
from this point of view. Another needful reform i^j the invention 
and introduction of more efficient tools and implements. Bihar 
and Orissa have been divided into ten circles, each in charge 
of a demonstrator who conducts peripatetic demonstrations of 
improved appliances. These demonstrations are based on the 
Cottage Industries Institute which carries out experiments in its 
various sections, arranges for the supply of looms, dyes, accessories, 
etc. and introduces new cloths and new patterns among weave rs. 
Similar serv'ices for th'^ silk industry are performed by the BhagalpUr 
Silk Institute, while the experimental blanket factory at Gaya is 
attempting to do the san^e for the primitive blanket industry in 
the south of the Patna Division. In the ('cntral Provinces, the 
Department of Industries is carrying on a campaign to introduce 
improved slays among v>cavcrs. Valuable assistance can also be 
granted by providing technical advice and facilities for technical 
training and by giving the artisans new^ patterns and designs to 
work upon so as to increase the sales. In many cases a better 
organization of production may be possible. There may, for 
example, be greater scope for division of labour even ifi simple 
cottage industries. Bringing the workers together under one roof 
would give us the factory system in its essentials, though the 
factory may not be situated in a congested urban area and may not 
use mecljanical power. This form of organization has been found 
to be unsuccessful because the independent cottage w^orkcr cannot 
be easily brok/;n in to factory discipline. Another possible variant 
is afforded when the w'orkers work in their own homes under 
the direction of factory managers who undertake the responsibility 
of financing production and marketing the goods. This system, 
however, lends itself to exploitation and sweating in a worse form 
than is possible in a regular factory. 
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By way of providing the handicraftsman with the requisite 
capital, the Industrial Commission suggest that in some cases small 
loans should bg given by the Director of Industries, or that tools 
and plants should- be supplied on the hire-purdiase system so that 
they become eveAtually the property of the artisans. But the most 
promising solution of the problem is afforded by co-operative credit. 
The principle of co-operation is of very fruitful application’ for 
the* purpose of bettering the lot of the small artisan, whether by 
providin}» loans at a moderate rate of interest or helping him in the 
, purchase of raw materials, tools and implements and in the sale of 
the finished article. If an}- industrial banks are started, it may be 
possible for them to finance, not only lar^e-scnle industry, but also 
small-scale enterprises with whom close touch cdlild be maintained 
throu|4h numerous branches.- Another weakness of the present 
system is the absence of an clfective marketing orj^ani/ation. The 
artisan fails to qoi the best price for his ,i»oods, beinf* unable to 
advertise Ijis wares properly. The Arts and Crafts Emporium at 
Lucknow- and a shiiilar one at Lahore are intended to remove this 
handicap to sonic extent but many niore suc;h emporiums are required 
to produce any appreciable elTect in the desired direction. Much 
attention is paid in foreign countries to marketijjg. 'I'he toy industry 
of Germany and the cottage industries of Japan owe their success to 
the existence of the essential bu.sincss orgaiii/ation w'hich takes 
over the produce of the industries and disposes of it w^ithin the 
cduntry as w-ell as abroad. At present the foreign niarkets are 
neglected in Ifidia and even the home market is not properly nursed.' 
'rh» Sw^adeshi Stores in Bombay form a ^^ood example of an active 
and successful agency for internal distributiSn of indigenous products 
and furnish a type worthy of imitation. The Department of 
Industries should work jn co-operation with a business institution 
of this sort in order to take the products of Indian handicrafts to 
customers all over the country and outside. Apart from the creation 
of such an organization and the establishment of co-operative 
societies, a central trading organization is necessary, not only to 
find the widest po*ssihle market for the coltagc w-ares, but generally 
to secure co-ordination and co-operation between the isolated and 
unrelated cottage indpstrics. The Central Banking Inquify Com- 
mittea have endorsed the recommendation made by the Provincial 
Banicing Inquiry Committees in favour of the establishment of 
licensed warehouses and co-operative wholesale depots for storing 
and sale of the products of cottage industries. The Committee 

’ .See vol. I, ch. x, §ii. 

® See Report of the Bombay Provincial Banking Inquiry Committee, par. 177. 
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hope that with the help of these and under the guidance of the 
Provincial Marketing Boards proposed by them, most of the 
marketing difficulties will be reduced, if not altogether removed.^ 
The question of the marketing of the hand-loom product^ was 
considered at the sixth Industries Conference (193*4) and promising 
schemes which are based on co-operative effort have since been 
adopted by the Provincial Governments of Madras, Bombay, Bengal, 
the Central Provinces and Berar, the Punjab, Bihar, Orissa and 
Burma. In Bombay, five Co-operative Industrial District Associa- 
tions have been formed at important centres. Each Association is to 
have a shop of its own which will accept on consignment account 
against partial advances, and sell, on a commission basis, products 
of hand-loom weavers. A marketing officer has also been 
appointed.* 

One often hears complaints about the deterioration of aitistic 
taste among the people of this country including the educated 
classes. A wide advertisement of artistic indigenous pioducts will 
not only benefit the handicrafts, but it will also assist the formation 
of a proper aesthetic taste among the people. 

Another way in which the Government might help is by extend- 
ing their patronage to the cottage industries. The Provincial 
Stores Purchase Department in the United Provinces, for instance, 
has apparently accepted this policy and buys goods wheneVer 
possible from local manufacturers. 

Reference has alieady been made to another welcome sign of in- 
creasing State interest in the regeneration of cottage industries, 
namely the State Aid to Industries Acts passed by the various pro- 
vinces. We are in full agreement with the recommendation of the 
Central Banking Inquiry Committee that Provincial Governmerts 
should devote their earnest attention to the development of rural 
and cottage industries in view of the fact that some of these 
industries provide subsidiary occupations for the large mass of the 
agricultural population, while some others are likely to provide 
alternative occupation for people now engaged in agriculture.* 
§41. Recent measures of State help to cottage industries. — ^The 
Government of India have in recent years keenly interested them- 
selves in the promotion of cottage industries in India, especially the 
cotton hand-loom industry and the sericultural industry# The 
sixth Inter-Provincial Industries Conference held in July ’ 1934 

^ See Report of the Central Banking Inquiry Committee, par. 309. 

* For further particulars regarding the various marketing schemes see State 
Action in Respect of Industries, 1928-3$, pp. 36-29, and the Annual Report 
on Co-oPerative Societies (Bombay), 1935-6, par. Sz. 

* See Report of the Central Banking Inquiry Committee, par. 301. 
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discussed schemes submitted by the various Provincial Governments 
for the development of the hand-loom industry, the premier cottage 
industry of the country. The Government of India announced at 
the conference thaf^they had decided to spend about Rs. 5 lakhs 
every year for five years for the development of the ^hand-loom 
industry.^ The schemes in the several provinces thus financed are 
of a varied character. They include the training of weavers in 
imprbved methods of production, the establishment of sale depots 
and weavers* co-operative societies feu: marketing of hand-loom 
products, and the introduction of new patterns, new designs and 
improved appliances. The grflnts to the provinces are allocated on 
the £asis of provincial expenditure and the consumption of yarn. 
The seventh Industries Conference also decided in favour of holding 
exhibitions of hand-loom machinery and fabrics.^ Wc have already 
reviewed the measures adopted by the Government of India to 
encourage and protect the sericultural industry. Early in 1936, 
the Government of India, when declining to accept the Tariff 
Board’s recommenflatjon of the woollen industry for protection, 
announced their intention of asking the Assembly to sanction a 
grant of Rs. 5,00,000, to be spread over five years, for the benefit 
of the cottage industry. • 

The interest now being tak^n in the revival of cottage industries 
in the country by the several Provincial Governments since the 
advent of Congress Ministries in 1937 is calculated to accelerate 
the* pace of progress in this direction.® 


* State ^Action in Respect of Industries^ ^92^-J5» P* 20. 

■* Proceedings of the seventh session of the Influstries Conference held at 
Delhi, October 1935. 

* For particulars regarding the measures adopted by the All-India Village 
Industries Association, •established in 1935 under the auspices of the Indian 
National Congress to encourage the revival of cottage industries in the villages, 
see the Annual Reports of the Association. 
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INDl’STRIM. LABOITR 

Growing urgency of labour problems in India. — With th< 
stoacK pn^^rcss of larpp-srnli* inHnsIr^ iinH the rise of laotorv town! 
modern labour problems as" understood in the West arc gradually 
coming into promiiicncc in India. Owing^ to the slowness of lh« 
process of industi i ali/ation in this country our labour problems toda) 
are not sc^ foimidablc as in tlie West. But the time is not fai 
distant ^vd^en they A\ill assume similar dimensions. The War hai 
led to a new mass ayyakiiunig . and workmen are becoming- moit 
and mor<^ rpp.srioiis aL.til<Mi impoi t;]iii -4^ and rights. The War-time 
and post- War rise in prices w hii h greatlv increased the cost ol 
living led to labour uniest, and forced labour to organize itselt 
so as to safeguard its interests. 'I'he Indiar. labour movement ha** 
now been definitelv linlCed up with the international labour move- 
ment, and India’s labour lepresentatives attend the International 
Labour Confeicnee held annuall}. India has been already txebg*- 
nized as one of the first eight coutitries of industrial importrnce 
by the League of Nations. Lastly, the national importanec of 
ensuring an adequate supply of an elTif'ient and contented lalyj^ur 
Joi ce in industries is being undei stood more and mpre^by the Govern- 
ment- and the people. This was attested by the appointment in 
May 1929 of a Royal Commission on Labour presided over by the 
late Rt. lion. J. H. Whitley. The recommendations of the 
Whitley commission have been acveptcd as the foundation for the 
Government’s labour policy and have powerfully influenced recent 
labour legislation.' \nother factor w'hich bids fair to exercise a 
■decisiye influence on the labour policy of the (iovernnfent is the 
stnveni of Congress Ministries in a number of provinces in the 
middle of 1937. We may in this connexion^ inVile attention to the 
fM»css note which the'Chwernment of Bombay issued in August 1937 
explainbig- their policy in respect of the industrial wwker. * The 
aim of the Go\crnment is to try and adjust the social and economic 
mechanism in .such a way as to assure to the worker the satisfaction 
of at least his ^mimum human needs, security of service, provision 


Whitloy Commission’s Report which was published in June 1931 is 
'PTerreH to throughout this chapter as L.C.R. The figures refer to pages of Ihe 
Report. 'Bhifs : L.C,R,, 4 — Labour Commission Rei)ortt o. 



Itidustnal Jjihonr 


85 


alternative ocrupations in periods of unemployment and main- 
tenance during" periods of incapacity for work.’^ The Bombay pro- 
gramme has been accepted as the basis of an All-India labour policy. 

§2. Growtl! of factory labour. — During the period 1879-80, 
47,855 persons wprft found in the cotton mills of the country, whileT 
the jute mills accounted for 59,222 workmen in t 88<.}.*^ Between' 
1892 and 1929, the number of factories subject to the Indian Factories' 
Act ^ lose from 650 to *8,129 and the average daily niunber of 
operatives employed in tlicm increasf‘d from less than 534,000 to 
* f^t.iring the same period. * Vccording to the Labour 
'Commission the number of perennial’ factory workers was approxi-i 
mntply 1,250,000. The memorandum submitted by the India Office' 

to the League of Nations in 1922 gi\cs tlie &)llowing striking;) 

figures icgarding the total strength of India’s labour supply: 

Agn('ulti.ral workers (excluding 77,664,886 
peasant proprii*toi s) who come within the 
scoj)e of the work of the Intt^rnational 

Labout CUficc 27,810,130 

Maritime worlvdrs, Dscais, etc. 141,000, 

Workers in industries, including cottage 

industries, mines and transport ^ 20,219,000^ 

As shown by the 1931 census, the number of agricwlturaH 

labbincrs increased to nearly 31,500,000.* The number of' 
earners plus working dependants in Industry, Trade, Transport < 
ailtl Mines amounted to 26,000,000. According to the All-India 
Report for Factories for 1935, the total number of factories in 
India was 8,831 and the average daily number of persons employed 
1,610,921. In the same year the number “of persons employed in 
mi/ics in India was 253,970. If the test of the total number of 
w orkers ^nlone is applied^ India is easily the first country in the 
world. With 10,000,000 occupied males more than in the whole of 
Europe .she completely overshadows Italy (11,275,000), Japan 
(18,800,000), Belgium (2,600,000) and Switzerland (1,777,000). 

§3. Supply of indositrial labour and its migratory character. — 
The factory labourer*^ in India do not constitute a w'age-earning 
class exactly corre.s^nd ing to flTe fliuluiy labourers in the We^r n 
crJGiitries. In^tl1l5S6 coiintries the labourers fo rm a perma nent class 
of industrial workers complefety" divorced from the *land. Most of 

. V 

' Labour Gazette, Bombay, August 1937, pp. 891 and 922-4. j 

“ See R. K. Das, Factory Labour in India, pp. 15-16. 

* By the term ‘ perennial frictories * the following kinds of establishinents 
are excluded : (i) those dealing mainly with agricultural products in the raw 
state; (ii) those which work only part of the year; and (iii) those which rithen 
use no mechanical power or, using power, employ less th^an twenty persons. ^ 
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them have been brc^Ug^ht up in the town^ and 'Some nave abaneronea 
the country permanently for the towns. The superior aptitude of 
the industrial worker in the West is to no small extent due to his 
early upbringing in a factory area. The Indian factory operative 
on the other hand is generally a migrant and he rarely 'severs 
Wsr connexion with his village. It is not true that the typical 
Kidian factory worker is essentially an agriculturist who has only 
temporarily forsaken his agricultural wofk in order to add tp his 
Hicome by a brief spell of industrial work in the city, ^he concep- 
tion of the short-term recruit from agriculture is kept alive by the 
fact thaOta number of new recruits rqyert quickly to the village and 
the fact that the average worker does not remain in one factory 
£or any length of time^ The ’great majority of Indian workers Th 
industrial centres are, however, at heart villagers with a village 
upbringing and village traditions and most of then;^ intend to get 
back — and succeed in getting back — to their villages. Agriculture 
supplies the bulk of the recently established industrial population^ 
though some of it is drawn from the different village crafts also/ 
The profxirtion of factory workers deriving tome pecuniary benefit 
from agriculture is not so large as commonly supposed. Many of 
them have only an indirect interest in agriculture. For example, 
they ^ may be members of a joint family having an agricultural 
holding or may have close relations actively engaged in agriculture. 
Most industrial workers are born in the villages where they spend 
their childhood — a tendency strengthened by the raising of ,the 
maximum age for industrial employment. Many workers leave their 
families behind them in their village and even when the^ wife 
accompanies the husband to the city she is generally sent back to 
the village for confinement. The numbers of workers supplied from 
the rural areas are increasing with the sJLeady expansion of Indian 
industry. The labourer visits his village as often as financfal circum- 
stances permit. When he returns to the village, however, it is not 
necessarily in order that he may assist in the agricultural bperations. 
He may prefer to remain unoccupied and enjoy a holiday as long 
as he can. Whilst in the city he maintains contact with the village 
in so far as he has to send remittances to his - 

or his vSahukar (L.C.7?., 11-14). < 

The causes of the migration of labour ffom^he villages to*the< 
towns may be briefly examined. Th e grrowinp- class of iand less] 
rural labourers are the first to feel the pinch of agricultuntiT TIiaLfUSjii 
andjmproved means of rnmmiimra<;jyn ettable the m to leave the 
villages in search of work and h igher wages in the facto ries, work- 
$hops, dockyards, mines, plantations and the great public works 
[ike railways and irrigation. In some provinces, for example the 
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United Provinces, Bihar, Orissa, and districts like 

Bombay Presjdencv^ the density of the populatlog 
an d the pressure on land are so great and t he evil of uneconom ic 
holdings has a*ssumed such serious p roportions ,that the pet ty lai^ - 
holders are u ndey irfie necessity of migrating every year to the towns 
im>rder to ^ke out a livelihood. The joint family •system als o, 
fac ilitat es sucJl mig-mtmn osl mfipfihprg of the family can leaver 

The vil lag e without h avi ng to break up their home or^ give Tip 
their land, as these can be left in the charge of other members 
who remain behind. S ometimes the_£fgricultiiris< - irjf^y pt^lny- 
ment ih the towns to evade the v illage money-lender nr to ear n 
enough for buying cattle or more land. Sometimes again the 
village '^menials and drudges belonging to the. depressed classei^ 
migrate to towns in the hope of bettering their prospects. But 
whatever may be the causes which drive the villager into the city 

rpmprr|h^ js his retention of the village 
connejyfliw*.- According to the Labour C ommission the chief cause 
of this is ?hat ‘ tlje driving force in migration comes Almost entirely 
from one end of ‘the channel, .that is, the village end. The 
industrial worker is not prompted by the'lurc of city life or by any 
great ambition. The city, as such, has no attraction for him and, 
wlven he leaves the village, he has seldom an ambition beyond that 
oi securing the necessities of life. Few industrial workers would 
remain in industry if they could secure sufficient food and 
dothing in the. village; they are pushed, not pulled, to the city* 
(L.C.i?., 4). 

^§4. Effects of migration. — ^As a result of migration many 
sections of factory workers find the mselves in an entirely untanfllia r 
environment of customs and traditions and even the language ma5^ 
be diif^ent. The forcg^f^ld customs and sanctions is weakened. 

‘ The ties which give village life its corporate and organic character 
are loosened, new ties are not easily formed, and life tends to 
become "more individual. * The health of the worker may be sub- 
jec ted to a severe strain owing to r adiral diffierence of rlimatp^ ^ 
defective ffiet^ rv.* excessive congestion and lack of sanitation, the 
temptations of enforced separation from his family, ^he worker 
is further demoralized by certain evils , comparatively unknown in 
the villages, s uch as drunkenness and gamb ling. As regards condi - 
tions of work, the w orker fi nds himself subjected tQ unaccus tomed 
st rain oj"lSody and mind owing to disciplined hours o f continuous 
toil instead of t he spasmodic work with long intervals of rest to 
wliich he has been used. These hardships are more than many 
new recruits can bear and compel them to return to their villages. 
As the labourer desires ultimately to return to h is village hom^ 
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is unable to develop a permanent interest in his employment in th e 
|citY and this is probably one of the reasons which prevents him 
fro m acquiring a high standard of technical cfKcicm^ v.jfais frequent 
absence from work, owing to his repeated visits to j(is village or 
to other causes makes it difficult to cstablisli contact between 
employers fflid employees and militates against any form of effective 
organization among the workers themselves. The worker who 
returns after a period of absence has no guarantee of re-employment 
after his return and difficulties of reinstatement often place him at 
the mercy of the money-lender, the jobber or thc^ labour suppligi*, 
the foreman and the liquor-seller. 

The contact with the village, however, is not without its advan- 
tages. Tn so far, as the industrial workers have been brought up 
in healthier surroundings they bring w^ith them a better foundation 
of physical health than could be built up in the cities. The periodical 
migrations to the village are also a great help in recuperating- mental 
and physical energy. The home in the village is a convenient 
shelter to the labourer and his family in case of unemployment, 
sickness, etc. The village provides some kind* of insurance against 
unemployment in the towns just as the towns help in easing the 
economic pressure in the villages. The combination of urban and 
rural life is beneficial to the town as well as to the village.” It 
serves to diffuse in the countryside a wider knowledge of the outside 
world and helps the villager to liberate himself from the fetters of 
custom and'prejudice as it enables the townsman to obtain a valuable 
insight into the realities of Indian life. In these circumstances the 
Labour Commission give it as their considered opinion that at, the 
present stage the link with the village must be regarded as a dis- 
tinct asset and that the aim should be jijjt to undermine it bpt 
rather to encourage and regularize it.^» 

§5. The sources of labour supply ai some imporiani inuusiriai 
centres. — ^Wc may illustrate the migratory character of industrial 
labour by analysing the supply of labour on wJiich some of*1the more 
important industrial centres depend. 

(i) Bombay . — The principle industry of Bombay is the cotton 
mill industry. Other industries are connected with railway work- 
shops a^ld engineering shops, dockyards, oil and flour mills, 
tanneries, iron and brass foundries, chemical factories, ejectric 
works, printing presses, etc. Bombay is very largely dependerit on 
imported labour: 84 per cent of the inhabitants of "Bombay 
were returned by the census of 1921 as having been born outside 

^ See B. Hurst, Labour and Housing in Bombay, Foreword by Sir Stanley 
Reed, pp. v, vi. 

* See L,C,R., 17-20. 
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^the city. The percentage declined to 75*4 in 1931. But there is 
some doubt as to whether the returns were accurate in this respect. 
The Deccan and the Konkan, especially the Ratnagiri district, are 
the chief sources .of Bombay’s labour supply. * Other sources are 
Kathiawar and Gufth and even such distant provinces as the United 
Provinces, Madras and the Punjab, and the French and Portuguese 
Settlements. 

^ii) AJnnedahad and ^Sholapiir. — The other centres of the cotton 
mill industry in the Bomba} Presidenc}^ have a more permanent and 
^ less heterogeneous laboui force than Bombay. In Ahmedabad 
the permanent element hj^ been estimated to constitute 20 
per** cent of the woiking class population 73). The 

Bomba} States and Agencies as uell as other parts of India 
contribute the remainder. In Sholapiii the proportion of the 
permanent pcjpulation is even higher and those lahoureis who come 
from outside aie chief^^ drawn from the neighbouring State of 
II\derahad. 

(iii) Calcutta. — Cak'iitta with its suburbs where the principal 
industries, such as tlie jute mills, are concentrated, relics not only 
on imported labour like Bombay, but what is more, depends, much 
more than almost any other centre, on labour ^rom other provinces, 
such as the United Provinces, Bihar, Orissa, Madras and the 
Celitral Proviiu'es. Th<‘ smaller and decreasing share taken by the 
Bengali in contributing to the labour supply has been attributed to 
tl'M fertility of the land and the dislike of the Bengali for factory 
w’ork. 

(jv) Caivnporc . — Cawnpore is another impoilani industrial centre 
and is the principal industrial town of ‘ the United pr ovinces. 
^yhilo the textile industry is the chief industry, there are also tan- 
neries and leather factories, engineering works, oil, flour and rice 
mills, chemical works, sugar factories, etc. Labour is ('omparativcly 
plentiful and is freely drawn from the densely populated rural 
districts which surround Cawnpore. The existence of comparatively 
satisfactory housing conditions has led to a more settled factory 
population here thlin ^Isewhcre. 

(v) Madras . — The industrial development of Madras has been 
hampered by its deficiency in coal. It has a few^ large cotton mills 
and tanneries and leather factories. Madras depends upon its own 
local 'Supply of labour to a far greater extent than Bombay, and, in 
fact, the province as a whole sends out, a large number of pf'rsons 
to Burma, Bombay, Bengal, Mysore, Ceylon, etc. ‘ No less than 
95 per cent of the total inhabitants of Madras city were born 
in the province itself and of these two-thirds were born in Madras 
itself; and the bulk of the remaining population came from adjacent 
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districts such as Chingleput and North and South Arcot. * More- 
over, the proportion between the sexes is fairly equal, being 897 
females to 1,000 males as against 554 females to 1,000 males in 
Bombay according 'to the census of 1931. This explains the greater 
stability of the labour force in Madras as compared with Bofhbay. 
The numbdr of industries competing for labour being small, the 
worker is anxious to stick to the employment he may have got 
because the chances of his finding alternative employment are slighter 
here than in Bombay J 

§6. Labour supply in mining centres. — Mining, especially coal- 
mining, is an important organized indjistry in Bengal and the prin- 
cipal industry in Bihar and Orissa. The labour for the Befigal 
coal-fields is obtained from the backward cultivating tribes of the 
Santals and Bauris living on the borders of Bihar and Orissa. In 
Bihar and Orissa, coal-mining is carried on mainly by local labour, 
though the United Provinces and Central Provinces also contribute 
to the labour supply. The supply of labour in the mining centres 
is insufficient and intermittent largely on account of low wages. 
Only a small proportion of the workers reside permanently at the 
mines. The rest are usually small cultivators or agricultural 
labourers who return to their villages for the sowing and harvesting 
operations. * 

§7. Labour supply for Assam tea plantations.^ — ^I'he tea gardens 
in Assam, which contain the largest area under tea in India, are 
‘ employment agencies so affected by certain regulations as to make 
them bear a closer relationship towards industriafem than does 
general field or farm work ’. The Assam Labouring and Emigration 
Act of 1901 w’as intenvlcd to regulate the system of indentured 
labour introduced in the thirties of the nineteenth century. It laid 
down regulations for the supervision of coolie labour on the planta- 
tions, and prohibited recruitment except by licensed contractors. 
However, owing to the prejudice against the contractors and the 
penal clauses of the Breach of Contract Act of 1859 recruitment 
continued to be difficult, and this led to the passing of an Act in 
1915 which abolished the system of recruitmeht by contractors. 
Recruitment could then only take place through agents of the official 
* Labour Board ’ which also inspected the plantations, enforcing 
regulations which not only limited the term of the contract psually 
to four year^ fixed wages and hours, and prevented the re-er^age- 
ment of coolies whose indentures had expired (except as free 
labourers), but also laid down minute instructions as to sanitation, 

* G. M. Broufjhton, Labour in Indian Industries^ p. 141. 

* For a detailed account of labour conditions on the plantations generally, 
see L.C.i?., chs. xz, zzi. 
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housing and free medical attendance. In 1920, contracts of more 
than one year's duration were declared illegal, a provision often 
disregarded in practice. By the Act of 1920 which came into force 
in 1926 penal sanction of contracts was abolished. Breach of 
contract was then a civil and not a criminal offence. The labour 
is drawn mostly from Bihar, Orissa and the United i^rovinces. 

The recruiting agency is very expensive. Besides money wages 
the labourers arc also ‘given a plot of land, free grazing, etc. and 
as a class, receive fair treatment. 

§8. The Tea Districts Emigrant labour Act ( 1932 ). — ^This Act, 
passed in 1932 and based ^on the recommendations of the Labour 
Commission, extends to the whole of British India including the 
Santhal Parganas and reg^ls the Assam Labour and Emigration 
Act, 1901, and the subsequent amending Acts. The first object of 
the Act ^s to_^ make it possible, on the one hand, to exercise all the 
control over the recruitment and forwardintr of assisted emigrant^ ^ o 
the Assa m tea g^de ns that may be justified and required by the 
interests^ of emigrants and potential emigrants; and, on the other 
hand, to ensure that no restrictions are imposed which are not 
justified. Local Governments are empowered, subject to the control 
of the Government of India, to impose control over the forwarding 
oJ^ assisted emigrants or over both their recruitment and their for- 
warding as occasion may dictate. Employers are prevented 
from recruiting otherwise than by means of certificated garden 
rirdars or licensed recruiters. It is made unlawful to assist persons 
under the age of sixteen to emigrate unless they are accompanied^ 
by^ their parents or guardians. With regard to the question of 
repatriation, every emigrant labourer on the expiry of a period of 
three years from the date of his entiy into Assam, will have the 
right of repatriation as against the employer employing him at 
such expiry; and any* emigrant labourer who before the expiry 
of three years from his entry into Assam is dismissed by his 
employer otherwise than for wilful and serious misconduct will also 
have the right of repatriation. It will also be possible to claim 
repatriation within three years in the event of the emigrant failing 
in health, not being provided with suitable work, or having his * 
wages unjustly withheld or for any other sufficient cause. Further, 
repatriation can be ordered at any time by a criminal court in the 
case of a labourer who has been assaulted by the employer or 
by his agent. Where an employer fails to make all the necessary 
arrangements for the repatriation of a labourer working under him 
within fifteen days from the date on which a right of repatriation 
arises to an emigrant labourer, the Controller may direct the 
employer concerned to dispatch such labourer and his family or 
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to pay him surli compensation as may be prescribed \\itliin such 
period as the Controller may fix. 

Provision is made for the appointment of a Controller of 
Emigrants \\ilh sonu* staff and possibly one or niore Deputy Con- 
trollers for supervising the general administiatkm of the system 
which the AVt seeks to establish; and the charges arc to be met 
from an annual cess called the Emigrant Labour Cess which is to 
be levied at such rate not exceeding Rs. *9 per emigrant as ^he 
Govcrnor-Gcncral-in-Council may, b) a notification in the Gazeiie 
of India, determine tor cat'll year of levv . 

The piovnsions of the \ct aie intended to appU onh to emigra- 
tion ft)i work on tt'a plantations in the eight specified districts! in 
Vssam i*-* the Hist instant c; but power is retained to extend its 
applit'atiori to other industries and to oTtier districts in Assam if 
nccessarv . 

J;9. Scarcity of industrial labour. — \Vi have already referred to 
the alleged scarcitv and dearness ot labtrut. The true explanation 
of any scart'itv that may be felt must be sought, in the appalling 
housing conditions in towns hke Bomb*iv , the la( k of correspondence 
between wages and cost of living, the absence of a suitable labour- 
recruiting or*gani/ation. All these* causes have from time to time 
been reinforc'c'd bv a sudden shrinkage in the suppl\ of men pre- 
pared to brave the various discomforts of life in the cities, cn 
account of the heav’y mortality caused by famines, and epidemics 
like plague and influenza. The migratorv ( haracter of the industrial 
labour further emphasizes the feeling ol labour scar-city. Skilled 
labour is particularlv difhciilt to g(*l and this is of coui'se due to the 
very me.agre facilities that exist for training labour for modern 
industry. The scarcity of men of the nustry or foreman class, 
possessing the requisite technical and business experience, has also 
been ascribed to ‘ the average educated Indian's av'^ersioii to all 
forms of manual work 

According to the Labour Commission, while organized 'industry 
in India has throughcjut the greater part of its history suffered 
from a shortage of labour, the position has latterly ^tended to become 
easier, roughly since 1O25. Communications have improved steadily 
so that l^abour can now be drawn from a wider area than before. 
Conditions of life in cities and the factories, although far from 
ideal, are generally improving. Owing to the spread of knowledge 
the village population is showing greater readiness to migrate while 
the pressure on land is showing no signs of abating. Indian 
factories may therefore be considered as about to be entering on an 


' See voK I, rh. iii, §27. 
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era of abundant labour. Competition among' labourer^ for jobs is 
becoming keener and keener, which makes it all the more important 
for labour to* organize itself and save itself from the danger of 
exploitation on tHg part of the employers (L.C.R,, 21-2). 

gio. Factory life in India. — No greater contrast cyn be imagin- 
ed than tliat between the conditions of lift? and labour in the villages 
and those in the town^ in India. The agriculturist labourer, who 
is *act'ustomed to wotk in the open air along with his family and 
iellow villagers, finds himself under entirely difl'erent conditions in 
an industrial centre like Uomba\, w’here he must work ‘ crawling 
('oop'd ’ under the root of •a factory amidst the din and whir of 
machinery and in the company of other workers most of whom arc 
total strangers to him. Ht* is, if possible, even niorc uncomfortable 
wh(*n he returns to his miserable dw^elling in a hideous overcrowded 
chciwl where anything like real home file is out of thi^ question. 
The workman is foK'ed to leave his family behind owing to many 
difficulties^ the most serious of which is that of securing accommoda- 
tion even on tiu' lyost modest scale tor maintaining family life.^ 
Sometimes he is lucky enough to sec'une a job at once through 
the good oflii'cs of a friend. Often, however, he has to w^ait, and 
even when hi' gels employment, it may be oPily as a hadli (substi- 
tute) for a permanent hand who may be temporarily absent? 

§11. Methods of recruitment. — In this connexion a word may 
be said regarding the methods of recruitment. The mill manage- 
ment docs not directly recruit the rccjuircd la])our. Personal 
recruiting bV contractors going round the countr}side may be' 
neefessarv in exceptional cases, as in the Assam lea gardens, but 
it is no longer generally so. Still the foreman or jobber is usually 
tlie man through w hom the labour is si'cured (see, how'cver, below') 
and wbo continues to .act as an intermediary betw'ecn employer 
and employee. Some of his functions are like those of trade union 
officials in the West and occasionallv he acts as a strike leader.'* 
The jobber manages to make himself indispensable to the w^orkmen 
in a variety of ways.* He lends them money, advises them in 
family affairs and •arbitrates in disputes. Since all labour is 
recruited through him, the newcomer generally finds that the only 
way of getting employment, temporary or permanent, is* to bribe 
him. • Extensive bribery knov^n as dastiiri (unacknowledged com- 
mission) prevails in the jute mills of Calcutta and petty exactions 

‘ For a study of this question, see Matheson, op. cit. 

* The various restrictions on the employment of women and children also 
make it difficult for the labourer to bring his family along with him. 

■ The jobber is known in different parts of India by different names, such 
as sirdar, mukaddatn or mistry. 
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may swell the monthly income of the sirdar to four or five times 
his wages, liven the pay-clerks * are known to reap harvests of 
this kind. Women^ workers also share with men the burden 
imposed by the overseers, but are particularly liable to be oppressed, 
especially if Ahey happen to be widows In the Bombay cotton 
mills, it is usual to have women overseers, known as naikins or 
forewomen, in the departments where women work, such as the 
winding and reeling departments. They are as a class considered 
to be persons of low morals and often abuse their power over the 
young girls and women workers under them. 

The general prevalence of the system of jobbers has been recqg- 
nized to be a gre^l evil. The only remedy is stricter supervision 
by the mi'l officers and direct control over recruitment, appointments 
and dismissals. There is at present a close connexion between 
bribery and turnover. Where the jobber is in the habit of exacting 
a bribe on all fresh engagements he is interested in seeing to it 
that such engagements are as numerous as possible and encouraging 
the movements of the operative^ from factory ' lO factory. Jobbers 
should be excluded from the engagement or dismissal of labour. 
In pursuance of the Labour Commission’s recommendation several 
large organizations such as E. D. Sassoon & Co. and the Burmnh- 
Shell Company have appointed special Labour Welfare officers to 
recruit labourers and look after their welfare, and it is understood 
that the system, wherever introduced, has been an unqualified 
success,* Owing to the trade depression a general adoption of 
this system in place of recruitment through jobbers has not been 
possible but nevertheless attempts are being made to improve 
present methods of recruitment. It would be desirable if mills 
were to show greater willingness to re-engage a worker^ on his 
return from a holiday and thus help him to remain loyal to his 
mill. A system of regular leave and holiday allowances should be 
introduced as this would tend to diminish the power of the jobber 
and create a contented and efficient labour force.® 

The Government of Bombay have under their 'consideration the 
feasibility of legislation for leave with pay during periods of 
sickness.'^ 

§12. Periods of wage payments. — In most Bombay mills wages 
are paid once a month, usually on the fifteenth of the month next 
following the one for which wages are earned, so that a new recruit 

' J. H. Kelman, Labour in /ndta, pp. 108-9. 

* Indian Year Book^ 1937-8, p. 504. 

* L,C»R,f 23-7. 

* Labour Gazette, Bombay, August 1937, p. 923. 
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Was to wait for six weeks before he can get his wages. This is 
a source of much hardship and accounts for a large part of the 
indebtedness o£ the factory population. In fact, indebtedness is 
as much a feature ^of town life as of village li*fe. The millowner 
on his part pleads that holding wages in arrears is the qnly method 
of preventing his labour force from deserting him without notice. 
The system of monthly payments necessitates at least one month’s 
notite from a workman desiring to leave. Many now workmen, 
ignorant of this, leave without notice, and thus forfeit a month’s 
,pay. Generally speaking the longer the wage period, the more 
delayed is the payment of wages. In the Calcutta jute mills, weekly 
wages are paid and only a week’s wages are held back. In 
Ahmedabad, wages are paid by the hapta or intervals of fourteen 
to sixteen days. 

Local Governments were asked in September 1924 to collect 
information on the periods of wage ‘p^kyments and this revealed 
the most striking absence of uniformity as to the method adopted 
from industry to 'industry and place to place. Even within the 
same establishment different system^ may be found. ^ The Payment 
of Wages Act which was passed in April 1936, and came into 
force in March 1937 provides (i) that no waga period shall exceed 
onc^month,* (ii) that all wages must be paid in coin and/or currency 
nofes and, (iii) that the wages of any persoh employed upon or 
in (a) any railway factory or industrial establishment employing 
mdre than 1,000 persons shall be paid before the expiry of the 
seventh day, «and (h) in any other railway, factory or industrial 
establislynent, shall be paid before the expiry of the tenth day, 
after the last day of the w^age-period in respect of which the wages 
are payable. 

§13. , Deductions frogi wages. — ^Thc Payment of Wages Act 
referred to in the preceding section seeks to regularize and restrict 
deductions from wages. Only certain deductions are allowed, e.g. : 

Deductions from the wages of an employed person may be 
of the following kinds* only, namely, fines ; deductions for absence 
from duty; deduefione for damages to or loss of goods expressly 
entrusted to the employed person for custody, or for loss of money 


' TJie information has been published in Periods of Wage Payment [Bulle- 
tins of Indian Industries and Labour, No. 34 (1925)]. 

* Amendments to the Payment of Wages Bill, moved by Labour members 
to reduce the wage period to a week or fortnight were defeated, owing mainly 
to the opposition of the monthly-paid workmen, who argued that if rents and 
bills were to be settled monthly, they would be in difficulties if they had 
frittered away their weekly or fortnightly earnings . — Indian Year Book, 1937*8, 
p. 5*0. 
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for which he is recjiiired to account, where such damage or loss 
is dircetH atfribulable to his neglect or default; deductions for 
house-aci'oinmodation pro\ided by the employer; deductions of 
SLibsciiplions to, *and for repayment of, advances froni any 
provident fund, etc. 

lines . — Fines can onjv be imposed on any employed person for 
cerl.iin specified acts and omissions on his part notified in the 
prescribed manner on the piemises in which the eniplo)ment is 
carried on. The total amopnt of fine which ma> be imposed in 
anv one wag(‘-pcriod shall not exceed an amount equal to half an 
anna in the rupee of the wages pavable to him. No fine shall be 
imposed on any employed person who is under the age of fifteen 
vears. 

The P.iv merit of Wages \ct ma\ thus be looked upcm as an 
advaiK'ed .md dilfuailt piec'e of social legislation in India. 

^14. Hours of work and the loitering habit. — We shall discuss 
the stcitutoiv regulation of the houis of work under the various 
Fac'tories \cts in the section dealing ’^'ith labour legislation. 
Before* suminari/ing the existing hours of work in all factories in 
India, we may refer to one controversial aspect of the Indian 
factorv worker, \i/ his «illeged habit of loitering. Although the 
Factor} \ct of i<)ii limited the hours of work to twelve p(‘r day 
for adult males in ‘the textile factories, the Bombay millowricrs 
pleaded that the real hours worked weie about eight owing to 
want of continuous and rigid application to duty. In fact one* of 
the grie*vances of the employers of labour in India has alwavs been 
that the Indian rnill-hand is incapable of steady and continuous 
work. He is g'iven to loitering and loafing away his time under 
vaiioiis pretexts. Men are often found to be absent from their 
machines, and spare hands have to be employed to atteqd to the 
machines ol the idlers. 'Fhe Indian Factory Commission (1908) 
declared that, ‘while the Indian factory worker may work hard 
for a ('omparatively short period, his natural inclination is to spread 
the work he has to do over a long period *of time, working in a 
leisurely manner throughout and taking inteuvals of rest whenever 
he feels disinclined lor further exertion k The excessively long 
hours (If work — twelve to fourteen hours — wjhich prevailed, especi- 
ally before the passing of the Factory Ads of tqii and. 1922, 
are held to be the chief cause of loitering. Dr T. M. Nair in his 
Minute of Dissent to the Report of the Factory Commission calls 
it * a inanifestation of the adaptive capacity, which all human 
beings possess more or \ess, a device to reduce the intensity of 
labour as a safeguard to his physical well-b(‘ing Climatic 
conditions, feeble physique and the agricultural interests of the 
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labourer are also sug-gested as other causes. With the reduction 
in the hours of work, improved sanitary conditions, ventilation 
in factories, and better supervision through the institution of the 
pass system, the . loitering habit will be largely checked, and 
efficiency of labour Enhanced. There is, for example, less loitering 
in the Calcutta jute mills, where labourers work in shifts for 
shorter hours, and in the engineering shops, where also the working 
day, docs not exceed eight hours. 

The following summary table regarding the hours of work in 
all factories in India in the year 1935 will be found interesting in 
*lhis connexion.^ . 



Percentage of factories in which 


normal Wf‘ekly hours arc 

Types of factories and sex groups 





Not 

Between 

Above 


1 above 42 

1 42 and 4S 1 

48 

Perennial * — « 

1 



For men ... 

7 1 

23 

70 

For women •«. 

• . 1 


67 

Seasonal : — 




For men 

27 , 

*3 

60 

For women . . 

35 

• 1 1 

54 

« 



« 


*^Under the Factories Act of 1934, child is to be employed 

for more than 30 hours in any one week. In the year X933 the 

po*sition was that out of the 919 factories employing children, 

367 had houi's below 30 for children and 552 above 30. In 

consequence of the lessening of the hours of work for children 
so much improvement in their efficiency has occurred that no 
reduction in their wages has resulted. 

§15. .The evil effects oi the employment of women and children. — 
The employment of women and children in factories gives rise to 
some of the most serious evils of modern industrialism and leads 
to special hardships in the circumstances of India.® The life of a 
married woman engaged in a factory is very hard as she is wage- 
earner as well as domestic drudge of the family, and the excessive 
pressure of work leads to serious nerve and tissue waste. The 
children are mostly left to themselves as very few factories provide 
• 

^ Siattstics of Factories for the year ending 31 December* 1935^ p. 3 and 
Indian Year Book, 1937-8, p. 507. 

‘‘ The housing difficulties in industrial to.wns, compelling many men to 
aCJCOUXVt lot cA. 

m \nei\an taexones. 1935, ^ voxa\ rvurptow oX 

employed in factories in British India, sap, 710 were women, 33.«» adolescents 
(5,634 being females), and 15,46a children. 

7 
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cr^chcs. The absence of maternity benefits and the usual over- 
cxerlion to which she is subjected right up to confinement and 
which begins again almost immediately after, woik further havoc 
with the health of the female labourer (see §47, however). The 
absence of suitable medical facilities is another" great hardship. 

The erhploymcnt of children is even more liable to abuse. 
Before the Factory Act of 1922 children certified to be nine years 
of age were allowed to be employed seven 'hours daily. In practice' 
this age-limit was much lower owing to the difficulty in ascertaining 
the age correctly and the abuse of the Age Certificate system. The 
law VI as also evaded in some cases by the children working in two 
mills Factory insp>ectors found it an impossible task to co^itrol 
these abuses Hence the Factory Act of 1922 raised the age-limits 
of lialf-timeis to twelve and fifteen and 1 educed the houis of work 
to SIX, in the hope that the results of the possible evasion of 
the law through false decimations of age would be less serious 
than under the old system. Another important refoim intioduccd 
in Bombay was the appointment of whole-time surgeons In all 
provinces there is now an increasing efficidney of airangements 
for the certification of children. The amendment of the Factotx 
Act in 1926 made paients and guaidians lesponsible for the double 
emplQymcnt of children under two ceitificatcs. The Factories^ Act 
of 1934 introduces a new group of adolescents over and iipdci 
17 years of age to be deemed as childicn, if not ceitified as fit 
for adult employment (see §33 below). The number of children 
employed in factories has thus steadily fallen from 74,620 in 1923 
to 15,457 in 1935. In the textile mills in Bombay city there are 
none It is perhaps necessary to add that the enhanced age-limits 
should be utilized to give suitable education to the children. 

§t6. Trying conditions of work in the mills. — In the interests 
of the health and efiicicncy of the operatives, special attention is 
necessary to such matters as ventilation, the regulation of humidi- 
fication in factories, arrangements for meals, bathing and latrine 
accommodation, etc. Conditions in all these respects are gradually 
getting better, but there is still ample scope for improvement. The 
problem of ventilation is one of light and free air in motion and 
presents special difficulties in cotton mills, which in large cities like 
Bombay are built in blocks of several storeys, where roof light is 
not possible except on the top floor. ‘ Experiments that have been 
made show a fall in efficiency during the hot weather in an ill- 
ventilated weaving shed as reaching twenty per cent.* Humidifi- 
cation presents another difficult problem. India does not possess 
the advantage of the naturally humid climate which is required for 
the spinning and weaving of cotton. To avoid breakage of thread 
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and loss of material, artificial humidification of factories is therefore 
necessary. Such humidification, especially when effected by letting 
in steam and the use of impure water, is injurious to the health 
of the operatives. Tlie Government of India have taken a step in 
the ri^ht directiomf by the appointment of an expert adviser on 
humidification to ensure the adoption of the best possible methods. 

In most mills and factories in India, there arc no proper arrang^e- 
ments for the meals of the operatives, 'fhe meal is hurriedly 
prepared in the morning and carried to the factory either by the 
workman or brought to him later by a fticsscnger. It is eaten in the 
* open factory yards, weather permitting, or else inside the machine 
she<ls. A very small number of mills, such as tlie Buckingham and 
Carnatic Mills in Madras, have supplied dining shejds for the different 
caste people employed by them. There is an urgent need for 
suitable canteens which can be patronised by workers of both sexes. 
This will also lessen the strain on the woman worker and make the 
midday recess a real time of rest for her. Supply of pure drinking 
water, arrangements for bathing, so essential in a hot country, and 
sanitary latrine accommodation, arc^ further points in regard to the 
conditions in factories to which the emplbyers of labour have not 
yet learnt to attach sufficient importance as increasing the comfort 
of /he worker and improving his efficiency. *The Government of 
BQmbay in their recent Press Note regarding their labour policy 
propose to make satisfactory dining accommodation and adequate 
mf‘dical aid a legal obligation on employers. 

§17. Absenteeism in Indian factories. — The large percentage of 
absenteeism among the operatives in India makes smooth working 
of the factory extraordinarily difficult. The millowncrs assert that 
there is an increase in absenteeism after increase ol wages or pay- 
ment of wages and bonus, and that the worker is satisfied when he 
has earrTed enough -to ke<?p body and soul together. The percentage 
of absenteeism (which in the ease of Bombay varies on an average 
from eight to twelve per cent) shows seasonal variations, reaching 
its maximum in the monsoon months and the festival and marriage 
seasons, being thus highest from March to June and lowest in 
December and January. In Calcutta there is a large annual exodus 
in the hot season because the jute industry season is slack after 
winter and because the climate in the early part of summer is 
particularly trying. 

Absenteeism on this scale necessitates the maintenance of an 
excessively large muster roll and leads to the employment of in- 
ferior substitutes casually recruited, and therefore to inferior work. 

It is, however, not easy to suggest remedies. Attendance allowances 
hav'o been tried with some success. The Textile Tariff Board 
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suggests the formation of labour reserves which would make a 
casual haJliwala unnecessary and also facilitate the grant of leave 
{Report, par. 6o). 

The rapid turnover of labour in factories is another drawback, 
and is closely connected with absenteeism.^ The, personnel, of the 
workers in* mills in industrial centres like Bombay, Madras and 
Nagpur changes almost ' completely in about a year and a half on 
an average. There is thus a needless increase in the costs of 
production and the efficiency of the workers suffers. 

§i8. Efficiency of industrial labour. — The position as regards 
the alleged inefficiency of Indian labour needs to be clearly stated. 
Indian labour is generally regarded as much less efficient than 
European labour.. If by this we mean that the European labourer 
is capable ol turning out much more work than the Indian labourer 
in a 5<ivcn lime, it will not be possible to contrjidict such a state- 
ment. In his evidence before the Industrial Commission, Sir 
Alexander McRobert stated that the English worker was 3*5 or 
even four times as efficient as the Indian. Sir Clement Simpson 
calculated that 2 ‘67 hands in an Indian cottoi>-.-»pinning and w'eaving 
mill are equal to one hand in a Lancashire mill. Dr Gilbert Slater, 
however, points out that, in this calculation, the inferiority of the 
Indian worker is overstated. The difference in the number of 

I 

weavers employed to attend one loom in India and England does<not 
by itself provide an accurate measure of the difference in efficiency 
between Indian and English labour. In India, a large number^of 
workmen are employed because the value of the additional output is 
greater than the increase in the w^age bill. In England, wages being 
much higher, economy, in the number of workmen employed is 
imperative. Dr Slater, however, admits that though the inferiority 
of Indian labour is generally exaggerated, it is real enough, and 
indeed, it need cause no .surprise if we remember the much superior 
physique, the greater intelligence, amenability to discipline and • 
capacity for steady continuous toil of the English labourer. It 
is, however, necessary to accept with caufion pseudo-mathemati- 
cal statements such as those alluded to above*. The problem of 
the relative efficiency of English and Indian labour cannot be 
solved by the ‘ method of difference ’ because of the entirely dis- 
similar conditions of work. The smaller outturn in an Indian mill 

* Dissatisfaction with hours of work or wages leads to changes from one 
mill to another and the absence of standardization of wages intensifies the 
motive to change (Das, op. cit., pp. 44-5). The activities of the jobber going 
from mill to mill in search of labour are also held to be partly responsible 
for the evil, which Government employment bureaux may mitigate to some 
extent. 
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Cannot be wholly put down to the inferiority of the Indian operative, 
for his lower productivity may partly be the result of relatively 
inefficient manag^ement. Moreover, as the textile workers in Bombay 
pointed out in 1889 in their petition to the Governor-General, the 
Indian opc*rative *is handicapped by the badness of the r^w material 
used in Indian mills. Owing to the inferior quality of the cotton, 
there is continuous brea|cage in thread and more men lia\e thus to 
be *employed. It is also complained that, unlike the Lancashire 
millowncrs, the millowners in India do«not use the most up-to-date 
labour-saving devices and machinery. One reason for this is that 
all ^machinery has to be im|>orted from abroad, which makes it 
much more expensive than in England, and, as wages are lower 
in India, this often dctcrmin^^s the balance in favour of employing 
more hands rather than investing in the most up-to-date machinery 
and the latest laboui -saving appliances. The employers cannot 
indeed be blamed for this, but it certainly renders the comparison 
between English and Indian labour unfair to the latter. 

Granting, howevey*^ that the Indian 1 ibourer would almost cer- 
tainly be found to be inferior in tfie sense that his output would 
be smaller, even if other things such as the nature of machinery 
employed, etc. were* the same, the next question to be answered 
is whether Indian labour is also inefficient in another sense 'which 
depends on the relation between the work turned out and the wages 
paid, 'fhe Industrial Commission thought that Indian Ipbour does 
not produce as cheaply as Western labour in spite of its lower 
W7iges. Dr Nair argued in iqoS that ‘ if one Lancashire operative 
is equal .to 2*67 Madras op<‘ratives, then, since the average monthly 
wage of a Lancashire operative is about Rs. 60 while that 

of« a Madras operative is only Rs. 15 it is clear that for the 

same money the Indian millowner gets nearly double the work that 
an English millowner docs This, how'cver, amounts to saying 

that Indijin labour is actually more efficient than English labour 
(taking efficiency in the second sense of the term), which is almost 
certainly untrue; and friends of Indian labour should note that it 
proves too much from their point of view, for if Indian labour is 
already twice as efficient as English labour (which, perhaps with 
the exception of American labour, is generally regarded as tVie most 
efficient in the world), why trouble about making it still more 
efficient, say, by means of higher wages and the consequent 
improvement in the standard of living? The ca.se for better wages 
is clearly weakened by such tactless defence of Indian labour. But 
apart from any tactical considerations, we think that, broadly 


* P. P. Pillai, Economic Conditions in India^ p. 224. 
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speaking-, at the present time, the principle of the economy of high 
wages will be lound to apply to Indian labour, so that increased 
wages are likely to^ result in a more than proportionate increase of 
eflif'iency iind that, however we conceive the yiatter, the present 
position is khat Western labour is incomparably more efficient than 
Indian labour,’ though 'Indian labour has been improving slowly 
but steadily. , 

§19. Causes of the inefficiency of Indian labour. — As regards 
the causes of the ineffit'ienn^, their name is legion. Some of them 
are permanent while otheis are temporary or remediable. To the* 
former Hass Ixdong the climatic conditions in India which arc 
generally adverse to high labour efficiency. Thinking of the cotton 
industry we may note that Lanc'ashire possesses a great advantage 
in its cold and invigorating climate, denied to most parts of India 
w'hcre the industry is located. Again, the artificial Immidific'ation 
which is necessary in India is at best a poor substitute for the 
nalLirall} moist climate of Lancashire and is liable to inflict serious 
injury on the health of tlie operatives unless it^is propcTly regulated. 
The causes susceptible 16 remedy, such as the very unsatisfactory 
conditions as regards ventilation and sanitation, etc. have already 
been referred to. Ftirthcr, it may be urged that the hours of work, 
although shortened recently by legislation, are still much too long, 
especially for a tropical country, and then' is probably much truth 
in the suggestion that the slackness and lisllessness of the Indian 
w'orker arc a kind of protective device which he unconsciously 
adopts to prevent the constitutional breakdown wKirh strenuous 
labour for the long luyiirs of Avork w^^oiild otherwise inevilaWy bl'ing 
about. 

It is undoubtedly a fact that the physique of the avrrage Indian 
w’orker is inferior to that of an average English worker. » This is 
due especiallv to two ('aiiscs, (i) the ravages of disease, and (ii) a 
poor dictaiw. While, as we have seen, the rural areas q^rc by no 
means free from the ravages of major diseases like malaria, plague, 
cholera, influenza, kala-azar, hook-worm, * etc. their incidence is 
especially heavy in conge.sted industrial area*?. The terrible slums 
where the labourers have to reside are first-rate breeders of 


* Mr (now Sjr) H. P. Mody, Chairman of the Bomb.ay Millowncrs* Aasocia- 
tion, in his oral evidence before the Labour Commission, gave the following 
figures relating to comparative labour eflleicncy : ‘In Japan a weaver minds 
six looms .and efficiency there is q5 per rent. In China a weaver minds four 
looms and efficiency is 80 per cent. In Bombay a weaver minds two looms 
and efficiency is 80 per cent. Calculated on the basis of Japan and China 
a weaver in Bombay is paid between 200 and 300 per cent more than a weaver 
in Japan or China.* 
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fiestilence and provide almost ideal conditions for its rapid 
spread. 

An organization for the improvement of public health, which 
would include the supply of pure water, unadulterated food, and a 
proper drainage system, is absolutely necessary along with better 
medical facilities and a system of insurance against sickness of 
industrial workers. 

As regards the effects of a poor dietary, this is a question 
which concerns the whole Indian population and will be discussed 
Jin Chapter IV. 

§20. Conditions of honing. — ^Thc unbelievable overcrowding 
and* appalling conditions of sanitation in most of our industrial 
towns have much to answer for in respect of -the instability of 
labour in the towns and its low efficiency. In some of the industrial 
areas in India where factories have been established at some distance 
from the towms, the problem of housing and sanitation is compara- 
tively simplje. The labourers are often housed in the neighbour- 
ing villages or in- dwellings that take the form of single-storey 
‘ lines* erected by the* einplover, who can acquire the necessary land 
without much difficulty. The second stage of development and 
congestion is typified by such cities as Madras,, Cawnpore, Nagpur, 
Ahrfiedabad, and in a very large proportion of industrial areas j-ound 
Calcutta. In these areas land is far cheaper than in Bombay and 
Calcutta proper, and accommodation usually consists of single-storey 
hufs in groups known as hastisy erected by persons othe’r than the 
owners of mills and rented to mill-hands on fairly reasonable terms. 
In ^omc eases, as at Cawnpore, Calcutta and Ahmedabad, the 
more enlightened factory owners have found it advisable to supply 
hcjjsing accommodation to the employees in the hope of command- 
ing the pick of the labour market, especially in the case of such 
fluid labour force as that on which the textile factories rely. 
Conditions in Ahmedabad ought to be better as land is cheaper 
than in tlic other cities, but actually the condition of housing in 
Alimedabad appears to be worse than in any other industrial centre 
in India. Howe^fer, , the Municipality has recently decided to 
construct model dwellings for workers and the question is also 
being tackled on co-operative lines. In practically every industrial 
centre, the evil of overcrowding has been allowed to grow, no control 
having been exercised over the selection of sites for industrial 
development. 

This has naturally led to a shocking state of affairs. ‘ The 
majority of the working classes are housed in chawls or tenements 
which consist usually of single rooms, sometimes of double rooms 
or gaUas, but never of more than two rooms. These chawls have 
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for their object the housing — one is almost tempted to use the 
expression “ warehousing ** — of large numbers of the labouring 
classes in as cheap a manner as possible.*^ 

The vast majority of the working class families in Bombay live 
in single rooms (more than 70 per cent). The average number of 
persons per room in the case of working class quarters is 4*03. 
These figures stand in striking contrast to those of London, where 
only 6 per cent of the total population live in onc-room tenements 
with an average of 1*92 persons per room. It must also be 
remembered that the practice of sub-letting is common among 
industrial workers in Bombay. This of course causes further 
overcrowding. Although the chawl is a special abomination of 
Bombay, the evil of congestion and overcrowding is by no means 
unparalleled in other centres. The overcrowding in certain parts 
of Howrah, for instance, is probably unequalled \n any other 
industrial centre in India. Even smaller industrial towns arc 
showing the same tendency. ^ 

§21. The adverse effects of bad housing and sanitation. — ' Good 
houses mean the possibility of home life, happiness and health ; bad 
houses spell squalor, drink, disease, immorality, crime, and in the 
end demand hospi^ls, prisons and asylums in which we seek to 
hide away the human derelicts of society that are largely the results 
of society’s own neglect.’ Insufficient and bad housing is also one 
of the factors responsible for industrial unrest. All these evils are 
present in* varying degrees in Bombay. One of the greatest eVils 
is the heavy infant mortality in the Bombay slum areas. The rate 
of mortality varies inversely with the number of rooms in^ the 
dwelling-place. The highest rate reached in the worst localities is 
298 per 1,000 registered births as against the average rate of 200 
to 250 for the general population.* Lastly, the appalling conditions 
of chawl life and the absence of privacy have also a deterrent effect 
on those who wish to bring their families with them to the towns 
and have thus, in general, a very unsettling effect on the stability 
and efficiency of labour. 

§22. Attempts at improved housing. — In, Bombay, while water- 
supply, sanitation and drainage were improved, no heed was given 
for a long time to the removal of congestion and the destruction 
of the slums, so that the position became worse and worse every 
year. The heavy mortality and the great exodus from Bombay 
that followed in the wake of the great plague of 1896 and the 
consequent paralysis of trade and industry brought matters to a 
head, and the Bombay Improvement Trust was established in 1898 

' Hurst, op. cit., p. 20. See also Industrial Commission Report, par. 241. 

• L,C.R., 271. 
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*to make new streets, open out crowded areas, reclaim land from 
the sea providing room for expansion, and construct sanitary 
dwellings for jthe poor and the police. The limited powers and 
funds of the Trust and want of proper co-operation between the 
Trust and the Corporation, and its inevitable unpopulafity brought 
on by compulsory acquisition of private property and demolition of 
buildings, prevented rapid progress and led to the adoption of the 
policy of * slum-patching *. Nevertheless the Trust did some highly 
useful work. ^ 

The Municipality also had by 1920 provided 2,900 tenements for 
its staff and had sanctioned the construction of another 2,200. 
Thb Port Trust had provided quarters for nearly 5,000 of its 
employees. In the meantime, the population of the city was in- 
creasing rapidly and the millowners did little in the matter of 
housing their operatives. By way of preventing further congestion 
and securing better housing, the Industrial Commission recommend- 
ed refusal, of permission, with a few exceptions, to establish fresh 
industrial concerns the setting up of a special area for industrial 
development; the removal of the Existing railway workshops to a 
reasonable distance from the city; supply of housing accommodation 
to their employees by railways, Government Departments and public 
bodies ; improved communications with the object of creating 
industrial suburbs; a definite standard of accommodation for in- 
dustrial dwellings located in the city; and a programme of con- 
stl'uction worked out and taken up by Local Authorities. At the 
end of the War, a bold and comprehensive scheme of a Development ^ 
Dirfictofafe to deal with the problem was drawn up by the Bombay 
Government. The funds were derived from the proceeds of a 
development loan of Rs. 9 crorcs and a ‘ town duty * of one rupee 
per bal^ of cotton on 9II cotton entering Bombay. How'cver, a 
large number of the tenements built, especially the chawls at Worli, 
remain unoccupied. From an architectural point of view they are 
profoundly ugly and their inability to attract the workers has been 
attributed to difficulties of access, absence of bazaar facilities, 
cement construction ^which makes the rooms uncomfortably warm 
in hot weather and uncomfortably cold in cold weather), high level 
of rents, lack of lighting and lack of police protection. Some 
attempts are being made to correct these defects. The Municipality 
and 'the Port Trust are also carrying out their jtrogramme of 
development, and the Port Trust have constructed a new cotton 
depot at Sewri. 

* This suggestion has been accepted and no new mills are allowed to be 
erected in the town of Bombay proper. 
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So far as the millowners are concerned, some mills, like the 
Jacob Sassoon Mill, have provided housing accommodation to their 
operatives. The difficulty of procuring land on moderate terms in 
the vicinity of the* factories, the absence of any guarantee that 
the operatives housed by a mill will not accept wofk in other mills, 
and the reluctance of the operatives themselves to take advantage 
of such arrangements, have made progress inevitably slow. The 
operatives fear loss of liberty of action and probable ejectment?- in 
case of strike, and resent sanitary rules and discipline, the value 
of which they do not understand. More favourable conditions in 
these respects exist at ('awn pore, Nagpur, Ahmedabad and Madras, 
where the millowners have taken greater interest in the housing 
of their opcrati\es, with considerable advantage to both parties. 
Special mention may be made of the magnificent scheme of industrial 
housing launched by the Empress Mills at Nagpur managed by 
Messrs. Tata Sons, Ltd., and the housing scheme at Jamshedpur for 
the stair and employees of the Tata Iron and Steel Company Ltd. 

The Labour Commission made a variety of suggestions. They 
recommended that (i) the Land "Acquisition Act shmild be amended 
so as to enable owners of industrial concerns to acquire land for the 
election of workers** dw’ellings. (Accordingly, on the initiative of 
the Government of India, the Act was amended in 1033); (ii) 
Provincial Governments should make a survey of urban and 
industrial areas to ascertain their needs with regard to housing 
and arrange for mutual con «vul tat ions for devising practical plans 
of co-operation among all interested parties; (iii) the Government 
should lay down minimum standards in regard to cubic space, 
ventilation, lighting, water-supply, drainage, etc. ; (iv) suitable 
town-planning Acts should be passed -wherever necessary; (v) the 
provision of working-class housing should be a statutory obligation 
on every Improvement Trust ; (vi) co-operative building societies 
should be encouraged ; (vii) municipalities should revise, bring up 
to date and enforce rigorously by-laws dealing with health, 
housing and sanitation (L.C.R., ch. xv). 

The problem of industrial housing bristlesr with difficulties con- 
nected with finance, management, design, etc. not the least of 
which afiscs from the total indilTercncc of the workers themselves 
to the necessity of clean and sanitary housing. Proper education 
of the workmen in elementary hygiene, and as far as possible 
the approximation of Industrial dwellings to conditions obtaining 
in the villages, ought to go a long way towards ensuring clean 
and suitable dwellings and securing the stability of industrial labour. 

§23. Wage rates. — ^The Labour Office of the Government of 
Bombay conducted four inquiries into the wages of workers in 
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the cotton mills in the Bombay Presidency in 1921, 1923, 1926 
and 1934.' The Government of Bombay in 1934 launched a com- 
prehensive General Wage Census, which is intended to be completed 
in about five years^ in order to collect all possible information on 
the subject of wages in all types of industrial concerns in the 
Bombay Presidency. The wage census is. being conducted by the 
Labour Ollice in Bombay. It has been directed first to make a 

a " 

surVey of wages and conditions of work in the factory industries in 
two parts, Part I covering all perennial factories, Part II seasonal 
• factories. So far three Reports have been published. The first 
deals with engineering conc(?rns and occupations, the second with 
the printing industry and the third with the textile factories in 
the Presidency.^ 

According to the Wage Census now being carried out in the 
Bombay Presidency, the average daily earnings of all the adult 
operatives in all occupations in the ('otton Textile Industry in the 
Bombay Presidency in 1934 were as follows: Rc. i-i-io in Bombay 
city ;** Re. 1-0-3 B^ombay Suburban, Thana, Kolaba and Ratna- 
giri Districts; Re. T-5-7 in \hmedtabad city; Re. T-0-3 in Ahmeda- 
bad, Kaira and J^mch Mahals; Re. 0-14-0 in Broach and Surat; 
Re. 0-12-0 in Past and West Khandesh ; Rie. 0-15-7 in Poona, 
Nasik and Ahmcdnaj:>ar ; Re. 0-11-8 in Sholapur city; Rei 0-7-6 
in Sholapur and Satara and Re. 0-8-7 in Belgau’m, Bijapur, Dharwar 
and Kanara. 

'The average monthly earnings for men in all Engineering and 
‘ Common * occupations excluding unskilled labourers fall factories) 
according to the Wage Census taken in Bombay were as follows: — 

Rs. 41-8-5 in Bombay city, Rs. 43-2-1 1 in Bombay Suburban, 
Thana, Kolaba and Ratnagiri Rs. 33-7-4 in Ahmedabad city; 
Rs. 52-i^-7 in Ahmedaba,d, Kaira and Panch Mahals; Rs. 32-1-10 
in Broach and Surat ; Rs. 26-7-9 in East and West Khandesh ; 
Rs. 29-r-^ in Poona, Nasik and Ahmednagar; Rs. 22-1-4 
Sholapur city; Rs. 24-2-1 in Sholapur and Satara; and Rs. 34-13-7 
in Belgaum, Dharwar, Bijapur and Kanara. The average for the 
Presidency w^as Rs. 38-3-3. 

In the jute industry in Bengal the average monthly wages of 
the different classes of employees vary from Rs. 40, for exampk 

* Wages and Unemployment in the Bombay Textile Industry (1934) 

® Labour Gazette (Bombay), July 1937, P* 63i. 

* Wages in the Bombay mills in October 1934 were lower by 16 per cent 
as compared with July 1926. 

* The average percentage attendance was higher in these districts, being 
50 per cent as compared to 87*6 per cent in Bombay city. Report on the 
General Wage Census (Bombay), Engineering Industry, Part I, p. 97. 
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metal turners (we exclude Chinese carpenters, who earn as much 
as Rs. 93 per month), to Rs. it, for example bobbin cleaners. 
Wages arc appreciably higher in the case of workers in the single- 
shift system than Tn that of workers in the mqltiple-shift system. 

The dai^ earnings of underground workers in 'the more import- 
ant coal-fields in British India vary according to locality from 
Re. 1-7-0 to about 13 annas for foremen, sirdars, etc., from 14 
to 8 annas for miners and from 12 to 6 annas for loaders. 
In the case of other underground Avorkers the rate of wages 
depends on whether they are skilled or unskilled. Females working 
underground do not seem to be able* to make more than about 6 
annas per day. 

The general scale of wages is lower for workers engaged on 
* open workings * and lowest for labourers working on the surface. 
On the tea plantations in Assam the family has to* be taken as 
the working unit and the monthly cash earnings of an average 
family vary considerably according to districts, being ►apparently 
highest (about Rs. 32) in Dihrugarh District and lowest (about 
Rs. 15) in the Cachar, Sadr add Hailakandi Districts. 

§24. Low standard of living, — The low standard of living of 
the Indian labourer* may be regarded as a further cause of in- 
efficiency. It is both the cause and the clfect of the low wages. 
In conformity with the rather obvious generalization known as 
Engel’s Law we find that the average income of the worker in 
India being very small, a very high percentage of it is spent on 
food and that the percentage decreases with the increase in the 
size of the income. In Bombay, for example, the Report cm* the 
inquiry into w’orking-class budgets in Bombay in 192 1-2 showed 
that the exf>enditure on femd varied from 60' 5 per cent in the case 
of incomes below Rs. 30 per month to 52*6 per cent in the case of 
incomes between Rs. 80 and Rs. c)o per month. In countries with 
a high standard of living, like England and the United States, a 
comparatively much smaller proportion of the wage-earner’s income 
is absorbed by food and the other elementary necessities of life and 
more is left over for conventional necessaries and luxuries.^ The 
standard of living of the Indian worker falls far short of what is 
required for full efficiency and is barely enough for sustaining his 
family. 

The Repoft on the latest inquiry into the working-class budgets 
in Bombay city conducted by the Labour Office in 1932-3 shows 
that the average monthly expenditure of the family is Rs. 43 -I 5 I- 9 - 
Except in the income groups ‘ below Rs. 30 ’ and ‘ Rs. 30 to Rs. 40 * 

' G. Findlay Shirras, Working Class Budgets in Bombay (Bombay Labour 
Office, 1923)* 
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kihe income is in excess of the expenditure and in the income group 
‘ Rs. 90 and over ’ the surplus left at the end of month is about 
22 ’5 per cent of the monthly income. It is important to remember 
that this was *the position at the time of the inquiry, and the 
wage-cuts whicl\ have taken place since then, especially in the 
cotton mill industry, may have tended either to affect {he monthly 
surplus or lower the standard of living. The following compara- 
tive data regarding the* distribution of expenditure on the various 
groups of commodities and services which comprise a family budget, 
would serve to indicate the life of working classes at different 
"centres in India. ^ 


Percentage J)istribution of Expenditure 
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The average monthly income of the family of a working-class 
family is Rs. 50-1-7 in Bombay, Rs. 44-7-2 in Ahmedabad, Rs. 
39-14-10 in Sholapur, and Rs. 58-8-3 in Rangoon. With incomes of 
this* order it is clearly impossible to maintain any satisfactory 
standard of living. The worker cannot afford sufficient wholesome 
fefod, even supposing he utilizes his income with the most complete 
wisdom.* We have already described his sorry plight as regards 
shelter. His clothing is too scanty even for a warm climate. The 
expenditure on education is almost nil. The only furniture he can 
afford is limited to a few rough deal-wood boxes, iron plate trunks, 
bamboo sticks, a, country blanket, a worn-out mat, a few knick- 
knacks and cheap ^hromolithographs representing scenes from 
mythology.’’ Most workers have to spend a considerable proportion 


' Repdrt on an Inquiry into Working Class Family Budgets in Bombay City 
(1935), p. 19, and The Ii^ian Year Book, 1937-8, p. 520. The. figures are not 
strictly comparable owing to differences in the items included in the different 
groups. They are nevertheless useful in giving a general indication of the 
variations in the distribution of expenditure. 

* The miscellaneous group of expenditure, it should be noted, includes such 
items as interest on loans, liquor, travelling to and from villages, etc. 

' Hurst, op. cit., p. 63. 
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of their incomes on travelling to and from their villages. Another 
large part goes to meet the interest on the debt they have almost 
invariably incurred.* The usual rate of interest charged is one anna 
per rupee per mensem, or seventy-five per cent per annum, and 
compound interest is charged if the interest is^ not paid regularly. 
The interest on debt shows an average cxp)enditiire of nearly three 
per cent of the total monthly expenditure.® 

§25. Expenditure on drink. — The evil* of drink is spreading in 
an alarming fashion among the factory labourers, and it is believed 
that at least four per cent of the total expenditure of the working 
classes, as shown by family budgets, goes on drink, the percentage' 
being as high as ten in the case of the lowest class of workers. like 
scavcMieers. The. male worker (women rarely drink) frequently tries 
to relieve by drink * the hard and long day’s work in the mill 
under the scorching humid heat of an eastern sun * (Hurst). 
There is some physiological connexion between craving for drink 
on the one hand and unwholesome conditions of work and mal- 
nutrition due to poverty on the other. The provoking* part about 
the matter is that if the money spent on dfink were to be used 
for buying more and better food, there would, of course, be less 
malnutrition. The worker is not only extremely poor, but is also 
unable to manage his expenditure in the best possible manner,* and 
the expenditure on drink serves to aggravate his poverty which in 
its turn leads to an increase of drunkenness. Among remedies 
being tried arc the substitution of tea shops, cinemas, clubs ^nd 
other forms of recreation for the tavern, and the curtailment of 

u 

the number of liquor shops and the hours of opening, along with 
rationing in mill areas. In this connexion reference may ‘be made 
to the policy of prohibition recently (1937) announced by the 
Congress ministries in Bombay, Madras and other provinces. The 
Government of Bombay propose to select Important industrial towns 
for the early application of the policy. 

§26. Case for higher wages. — ^With reference to the tprevailing 
wa^e rates in India the opinion may be hazarded that an increase 
of wages is necessary as a first step in order to key up labour to 
a higher state of efficiency. In India as elsewhere, employers are 
often found urging that increase in wages is either dissipated in 
drink or leads to greater idleness on the part of the labourer, 
instead of r^iising his standard of living, and that consequently 

' According to the inquiry in 1923 into the working-class budgets in Bombay 
by the Labour Office, forty-seven per cent of the families were in debt and 
the debt was the equivalent of two and a half months' earnings (one month’s 
average earnings per family being Rs. 52-4-6). 

* See also §28. 
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here is no improvement in his efficiency. Professor Pigou effectively 
disposes of this objection to higher wages as follows: 

‘ It is true that at any given moment the taste and temperament 
of persons who have long been poor are more or less adjusted to 
their environmer^l and that a sudden and sharp rise of income is 
likely to be followed by a good deal of foolish expenditure, which 
involves little or no addition to economic welfare. If, however, 
the, higher income is maintained for any length of time, this phase 
will pass, whereas if the increase is gradual, . . . the period of 
foolishness need not occur at all. Iri any case, to contend that 
* the folly of poor persons is so great that the rise of income among 
them would not promote economic welfare in any degree, is to 
press paradox be\ond the point up to which discussion can reason- 
ably be called upon to follow.'* 

Another standard objection to raising the rate of wages is that 
the effect is likely to be very soon cancelled by an increase in 
population. This point has already been dealt with (see vol. I, 
ch. iii) and we have advanced the view that increase of wealth, 
although it may exj/ress itself partly in increase of numbers, may 
also be expected partly to result in raising the standard of living. 
It is not seriously disputed that the standard of living of industrial 
labour has in fact risen appreciably in recent years. 

The conditions of international competition are also alleged to 
be a formidable obstacle to the levelling up of wages. We have 
already referred to the difficulties of the cotton mill industry, un- 
doubtedly due in some measure to the severity of competition from 
Japan. The fact that a country may gain a substantial advantage, 
at least Temporarily, over another by sweating its workers may be 
admitted. At the same time, it does not follow that other countries 
also must in self-defence adopt similar methods of sweating. It 
is arguable that sweated trades do not pay in the long run as they 
lead to diminished efficiency. In any case, no civilized community 
can afford to forget that, equally important with the economic 
ideal of increase of production, is the moral ideal of increase in 
the quality of human life. The proper method of equalizing con- 
ditions of international competition is to get every nation to agree 
to secure certain minimum conditions of working. But even when 
a particular nation remains recalcitrant, protection against it must 
be sought in other ways than by imposing or acquiescing in a 
dangerously low standard of living for the workers. 

The Government of Bombay recently (September 1937) appointed 
the Bombay Textile Labour Inquiry Committee, to examine, among 


* A. C. Pigou, Economics of WelfarCf pp. 53-4. 
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other matters, the wages paid to workers having regard to the 
hours, efficiency and conditions of work in the various centres of 
the textile industry in the province, and to inquire, in this regard, 
into the adequacy .or inadequacy of the wages earned in relation 
to a living ^\agc standard. The Committee iri ?n interim report 
issued in fi*ebruary 1938, has recommended an immediate increase 
in the wages of the mill worker in the Bombay Presidency in 
view of the decided improvement in the industry since 1937. 

§27. Legal minimum wage. — The Eleventh International Labour 
Conference held at Geneva in 1928 adopted a draft convention 
providing for the creation and maintef>ancc of a machinery whereby 
minimum scales of wages can be fixed for workers employed in 
certain of the trades (and in particular in home industries) in which 
no arrangements exist for the effective regulation of wages by collec- 
tive agreement or otherwise, and in which wages are exceptionally 
low. The Labour Commission suggest that before minimum 
wage-fixing machinery can be set up, industries in which there 
is a strong presumption that the conditions warrant detailed 
investigation should be .^elected and a survey of the conditions in 
each such industrj should be undertaken as the basis on which it 
should be decided whether the fixing of a minimum wage is desirable 
and practicable. When a decision has been reached as to whether 
the conditions in ahy case justify the setting up of machinery, 
particular attention should be given to the cost of enforcement, 
which may be prohibitive owing to the slow growth of the spirit 
of compliance with industrial law among employers, the ignorance 
and illiteracy of the w’orkers, the possibility of collusion, Qtc. The 
policy of gradualness should not be lost sight of if the desired 
end is to be achieved without disaster.^ • 

It is interesting that the Congress ministry in Bombay state 
in their Memorandum (August, 1937) on ‘ The Welfare of the 
Industrial Worker ’, that they are examining the possibility of 
devising measures for setting up minimum wage-fixing machinery 
to meet special requirements — their objective being the satisfaction 
of ‘ at least the minimum human needs ’ of ••the industrial worker. 
Accordingly the Bombay Textile Labour Enquiry Committee has 
been asked, among other matters, to make recommendations 
regarding the establishment of a minimum wage and the methods 
of automatic adjustment of wages in future.® So also the action 
taken by the Government of Bombay in instituting in 1934 a 

* L.C.R., 212-14. 

^ Labour Gazette ^ Bombay, August 1937, P* 9 ^^ October 1937, p. 97. 
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comprehensive wage census in the Bombay Presidency is calculated 
to throw further light on the question of introducing minimum- 
wage-fixing machinery. 

§28. Indebtedness. — The majority of the industrial workers 
remain in debt for the greater part of their working Iwes. It is 
estimated that in most industrial centres not less than two-thirds 
of the labouring population is in debt and that the amount of debt 
commonly exceeds three months’ \\ages. A great majority of the 
workers are in debt to their food suppliers. Defaults are common 
owing to the improvidence and poverty of the labourer and are in 
fact encouraged by the money-lender, so that a small initial loan 
speedily accumulates into a permanent and intolerable burden. The 
most important single cause of indebtedness is the expenditure on 
festivals, especially marriages. In respect of borrowing, the 
position of the industrial worker is in several important ways 
dilTercnt from that of the agriculturist. The mobility of the indus- 
trial worker from mill to mill, centre to centre, and town to village 
naturally makes the ^conditions of borrowing very much harder. 
Again, at least some part of the borrowinig of the agriculturist is 
productive, being in the form of shoit-term loans repaid from the 
successful results of its application to land, ‘while the loans to 
industrial labourers are generally unproductive. Lastly, unlike the 
agriculturist, the industrial worker is rarely in a position to offer 
adequate security. It is, therefore, easy to understand why the 
rates of interest tend to be exceptionally high in his case. Co- 
operation, on which much stress is laid in the case of the agri- 
culturist, is difficult for the factory worker on account of his constant 
mobility. Moreover, credit in the sense of inrreast‘d borrowing 
capacity is not the worker’s need. Indeed he would benefit if his 
attractiveness as a jield of investment were reduced and if it were 
made unprofitable to the money-lender to advance amounts which 
it is beyond the capacity of the workers to repay. The Labour 
Commission have made some proposals to secure this end. They 
propose that the salary and wages of all workmen receiving less 
than Rs. 300 a month should be exempted from attachment, as 
also workers* contributions to bona fide provident funds. The 
Government of India have accordingly amended the Civil Procedure 
code with a view to exempting salaries below a defined limit from 
attachment. It is also suggested that arrest and imprisonment 
should be abolished in the case of an ordinary industrial worker 
unless he is proved to be able and yet unwilling to pay^ and that 

* The Government of India have decided to undertake le^jislation on an 
p.xperimontal scale restricted to the province of Delhi in the first instance. 
Indian Year Book (X937-8), p. 521. 

8 
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summary procedure should be instituted for the liquidation of 
workers’ unsecured debts and the Courts empowered to adjust the 
amcmnt of the decree to what the worker could pay without undue 
hardship. 

Labour Legislation in India 
< 

§29. Growing scope of labour legislation in India. — Labour 
legislation in India naturally does not occupy the same important 
position as in Western i industrialized countries like England and 
the United States, owing to ‘ the deliberateness of the spread of 
mechanical power and narrowness of the area alfected *. Much of 
the work is done out of doors or in sheds without walls, and the 
problems of overcrowding, bad ventilation and undesirable mixing 
together of the two sexes have not to be faced on the same scale. 
With the growing industrialization of the country, a better reali- 
zation of the duties of the State towards labour, the awakening of 
the working classes in India to their rights in recent J^3ars and the 
acceptance by India of her obligations towards the International 
Labour Organization of the League of Nations, labour legislation 
is coming to occupy a more and mare important position.^ 
Determined State action for the purpose of minimizing the well- 
known evils of industrialism is necessary even if it means a certain 
slackening of the pace of industrialism. So far we have on the 
whole failed to profit by the experience of European countries. 
Without the excuse of ignorance wc have allowed to appear in our 
midst certain familiar abuses, such as the rise of 'slum-cities, the 
exploitation of child-labour, excessively long hours of .work for 
men and women, bad sanitation and absence of safety measures 
— abuses which we are now trying painfully to correct. 

§30. Beginnings of factory legislation in India. — ^The question 
of factory legislation in India appears to have been first raised 
in the Report of Major Moore, Inspector-in-Chief of tjie Bombay 
Cotton Department in 1873. The progress made by the Bombay 
cotton mill industry aroused the jealousy of the Lancashire 
manufacturers, and in 1874 the Manchester ‘ Chamber of Commerce 
sent a deputation to the Secretary of State for India to urge the 
application of the British Factory Law to India. The result was 
the appointment of a Factory Commission by the Governtnent of 
Bombay in* 1875, of which the first Factory Act (i88i) was the 
outcome. Its main provisions were as follows: 

The employment of children below the age of seven was prohi- 
bited. Between that age and twelve, they were not to work for 


1 See §1. 
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more than nine hours a day. An hour's daily rest and four 
holidays in the month were prescribed for children. No relief, 
however, was given to women and adult male labour. The Act 
applied to factories employing not less than a hundred persons and 
using power. Local Governments were to appoint Inspectors of 
Factories. • 

Agitation to amend tjic first Factory Act began almost imme- 
diately after its passing. The i88i Act was on the whole a triumph 
for conservative opinion, which preventod its provisions from being 
^nore stringent as desired by the Government of India and the 
Bombay Government. Again* pressure from Lancashire resulted 
in the Secretary of State moving in favour of the expeditious 
adoption of more rigorous legislation, and the second Factory Act 
of 1891 was passed. Its provisions applied to all establishments 
using power and employing not less than fifty persons. But the 
Local Governments were to have power to extend it to others 
employing ftot loss than twenty persons. The lower and upper 
age-limits for children^'vvxre raised to nine and fourteen respectively. 
Their hours of work were limited to seven in any one day and 
had to be between the hours of 5 a.m. and 8 p.m. Restrictions 
were^ placed on the employment of women. TheV were not to work 
in factories before 5 a.m. and after 8 p.m., except in places where 
an approved system of shifts exi.sted. Their hours of work were 
limijted to eleven in one day entitling them to a total rest of one 
and a half hours. Men workers were to enjoy an interval of half 
an hour's rest* between 12 noon. and 2 p.m. and a weekly day of 
rest.* Tlxjre were also certain provisions \Nhich secured better 
ventilation and cleanliness and aimed at preventing overcrowding in 
faevories. 

S31. tFactory Act of 1011 . — Excessive hours of work in Bombay 
mills, made possible by the incrca.sing use of electric lights, and 
also in sqpie Calcutta jute mills, the usual agitation on the part 
of Lancashire manufacturers, the agitation by the press in India 
and the lead given Jjy some employers of labour led to the appoint- 
ment of a commission Vhich reported in 1908.* This was followed 
by the passing of the Factory Act of 1911 which brought veithin 
its scope seasonal factories working for less than four months in 
the yerfr. It made the possession of an age certificate compulsory. 
The hours of work for children in textile factories were reduced to 
six per day. The Act restricted the 'employitient of women by 
night, allowing it only in the case of cotton ginning and pressing 
factories. For the first time the hours of adult male workers were 


* .A. G. Clow, Indian Factory Legislation, pp. 39-45. 
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restricted by law, the limit being twelve hours per day in the case 
of textile factories alone, as recommended by Dr Nair, who was the 
only member of the Factory Commission of 1908 4a plead for the 
direct limitation of hours for adults. Furthermore, in all textile 
factories, except those working with an approved system of shifts, 
no person was to be employed before 5 a.m. or after 7 p.m. — the 
new limits laid down generally for the employment of women and 
children. Lastly, more extensive provisions relating to health and 
safety were introduced a»d factory inspection was made more 
effect ive. 

§32. Factories Act of 1922. — 'Phe Great War had important 
effects on factory administration and ultimately on the Factory Act. 
There w;«s a considerable extension of industrial activity in India 
and the nunib(*r of factories and of persons emploved rose by about 
twenty-live per cent between 1914 and 1919. FactoVies had to be 
exempted from m.any provisions of the Fat'lory Act and there was 
a fall in the average number of inspections. But the m(>^t important 
effect was produced on the workers. The -increased demand for 
labour strengthened th-eir position, while the rising prices and 
profits and the general unrest wdiich followed the War led to 
increased consciousiness of power and a strong disinclination to 
accept disagreeable conditions. Thus for the first time in India 
the desire of the operatives became a potent force in securing 
improved conditions and more drastic legislation. 

The acceptance by India of her obligations, arising from the 
connexions adopted by the International Labour Conference at 
Washington in 1919, necessitated further changes in factory 
legislation. By the Factories Act of J922, all power-using factories 
employing not less than twenty persons become subject to factory 
legislation. Option w^as given to the Local Governments tto extend 
it to factories employing not less than ten persons whether power 
was used or not. The minimum age of employment fpr children 
was raised to twelve and the upper limit to fifteen. Children between 
these ages w^crc not to work for more than six hours a day in 
any factory. Children and women were not*to be employed in any 
factory before 5.30 a.m. and after 7 p.m. The hours of work for 
adults were limited to sixty in a week and (deven in any day, a 
week consisting of not more than six days. Liberal rest ifttervals 
were also secured to all classes of workers. The Act provided for 
a rest period of an hour after every six hours, though this might 
be split up into two half-hours at the request of the employees, 
provided not more than five hours’ continuous work was done. 
The system of inspection was further improved by the appointment 
of more whole-time inspectors with good technical qualifications, in 
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and health were further extended, the Local Governments being 
given power to fix standards of ventilation and artificial 
humidifi^ion. * . 

§^1/ Factories *Act of 1934 . — The Factories Act of 1922 was 
amcnefed in 1923, 1926 and T931. Certain administiative dlilicullies 
were thus removed and a few improvements of a minor character 
were introduced. A new consolidating Act w^as passed in 1934 
the recommendations of the Labour Commission and brought into 
force from i January 1935. This Act* 

(i) Draws a distinction bcjJ^w’een seasonal and perennial factories. 

^ii) Introduces a third group of adolescents (oxer fifteen and 
under seventeen \ears of age to be dtn^med as children if not 
certified as fit Jot adult employment). 

(iii) The existing maximum limits ol eliwen hours per day and 
sixty hours per week continue to apply in the case of seasonal 
factories but are 1 educed to ten and fifty -lour lespectively in the 
case of perennial factories subject to certain exceptions. For 
(hildrcn the rnaxirnuftr hours ev(T\x\h(‘re are five per day. 

(iv) The principle of ‘ spreadover ^ is * int induced for the first 

time, that is the period of the number of consctulive hours of work 
is limited to thirteen in the case of adults and seven and a half in 
the case of children. • 

(v) The existing provisions with regard to control of artificial 
humidification are expanded. 'Fhe Act also giv(*s power to Local 
Goveinmcnts to aulhoii/c «ni inspector to ('all upon managers of 
factories to carry out specific measures loi incrcdsing the cooling 
power of the air where necessary. 

(vi) Certain provisions arc made with rci^ard to welfare, such 
as* adequate shelters for rest in factories, rooms reserved for the 
use of children of female* w'^orkers, first aid appliances, etc. 

(vii) Power is given to Local Governments to make rules pre- 
scribing fitness and preventing the employment of children not 
certified as fit. 

(viii) Inspectors* are authorized to require managers to remedy 
any inadequacy or defect in the construction of a factory likely to 
be dangerous to workers. 

(ix) Limits are imposed on the amount of overtime that can be 
worked and payment' for overtime is regulated. ^ , 

§34. Labour legislation for mines. — Labour regulation was much 
tardier in coming in the case of the mining industries than in that 
of the textiles. In 1901, the first Indian Mines Act wms passed 
and inspectors were appointed. In view of the recommendations 
of the Washington Conference and the large numbers employed in 
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the rapidly developing mining industry, revised legislation was 
passed in 1923. It enlarged the definition of a mine, limited the 
hours of work to sixty per week for workers above ground, and 
fifty-four for worjeers underground. A week was*^ not to consist 
of more than six days. No child was allowed to work Jbelow 
ground and a child was defined as a person under the age of thirteen 
years. No restriction was placed on the employment of women 
underground in spite of Mr N. M. Joshi^s plea for prohibition of 
such work. In view of the fact that forty-five per cent of the 
labour employed below groftnd was composed of women, it is clear 
that sudden and absolute prohibition would have caused serious 
dislocation in one of the basic industries of the country. On the 
other hand, the qeed for reform was equally clear. In exercise of 
the powTr given by the Act of 1901 and renewed in 1923, the 
Government of India framed during 1929 regulations whose effect 
was to exclude women from underground workings forthwith, except 
in exempted mines, that is except in coal-mines in Bengal, Bihar 
and Orissa and the Central Provinces, and salt-mines in "the Punjab. 
In these exempted mines exclusion is to be'^jradual, so that after 
1 July 1939 women will be entirely excluded from underground 
workings. ^ 

The Indian Mines Act of 1923 did not place any statutory 
restrictions on the daily hours of work. In March 1928, therefore, 
the Legislature passed an amending Act under which no mine was 
allowed to w^ork for more than twelve hours out of twenty-four 
through the same set of workmen. It allowed the adoption of a 
system of shifts of twelve hours from a batch of workmen if con- 
tinuous work for all the twenty-four hours were desired. Owners 
were required to put up notices outside the offices stating the hours 
of w'ork and shifts of workmen. The following are some of the 
changes introduced by the Amending Act of 1935* which is*based on 
the recommendations of the Royal Commission on Labour; and is 
influenced by the Draft Convention adopted by the 15th ^'session of 
the International Labour Conference. 

No person is allow'ed in a mine on more than six days in any 
one week. A person" employed above ground in a mine is not 
allowed to work for more than fi fty-four hours in any week or 
for more than ten hours in any day. The periods of work of 
any such person are so arranged that along with his intervals 

‘ In 1935 the total number of all mines which came under the Indian 
Mines Act was 1,813. The number of persons employed was 253,970 (189,263 
below ground and 64,707 above ground). In the same year the number of 
females employed underground was 9,551 as compared with 24,089 in 1929 
and 31,889 !n 1926. 
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Dr rest, they are not in any day to spread over more than twelve 
hours, and that he is not to work for more than six hours before 
he has had an interval for rest of at least one hour. A person 
employed below* ground in a mine i s not allowed. to work Tor more 

than ni ne hours ip Any da y. Work of the same kind is not to be 

carried on below ground in ahy mine for a period spreading over 
more than nine hours in any day except by a system of relays so 
arrapged that the periods of work for each relay are not spread 
over more than nine hours. The employment of children under 
fifteen years of age in any mine is prohibited. 

In addition to the Mine% Acts, conditions of employment in 

mines are regulated also by the appointment of Mines Boards of 
Health which look after the health of the labour -force. One such 
Board, for example, was established in 1919 for the coal-fields in 
Bihar and Orissa, the necessary funds being obtained from royalties 
from collieries. A Board is empowered to compel the owners of 
mines within the mining settlement area to provide housing, water- 
supply, sanitary facilities and medical help. 

§35. Labour legislation for railways. — All railways workshops 
come under the administration of the Factories Act of 1922. The 
Indian railways employ nearly a quarter of a, million workers in 
othe^* occupations for which, until recently, no provisions regarding 
control of hours of work, etc. were made, in •spite of the ratifica- 
tion by the Government of India of the Washington (1919) and 
Geneva (1921) Conventions in their application to railways* in British 
India. The problem was beset with many difficulties which were 
overcome by the Indian Railway (Amendment) Act of iq^o 
which gave effect to the Government’s statutory obligations under 
the International Labour Conventions. A railway Rprvnnt nniig.t..nnt 
be employed for mnrp th an jsivty hniirR a week on the averag e 
in any month . A railway ser vant wh ose employment is essentia lly 
intermittent cannot be employed for m ore than eighty-four hours in 
any weel^ . Tempo raiy^exemptions of railway servants from the 
above provisions may be made (i) in case of emergency involving 
serious interfereneft with the ordinary working of the railway and 
(ii) in cases of exceptional pressure of work, overtime being paid 
only in the latter class of cases. A weekly rest of a full twenty- 
four hours is prescribed, subject to temporary exemptions as above. 
Compensatory periods of rest for the period forgone must be 
granted. The Governor-General-in-Council may appoint persons to 
be Supervisors of Railway Labour to inspect railways in order to 
determine the provisions of the Act are duly observed. 

nf iQga (aa amended up 
to 1933). — ^The right of the worker to be insured at the expense 



120 


Indian Economics 


of the industry for all accidents in the course of the worker’s 
regular employment and as a result of the risks taken in that 
employment, has received legal recognition in most Western 
countries. The progress of the idea of compensati'om for accidents 
has been slow in India. As far back as 1 884, workers in Bombay 
made a demand for the introduction of compensation. Although 
a certain number of enlightened employers instituted a system of 
compensation for their work-people, the practice was by no means 
generally adopted. Prior to the Act of 1923, an employer could 
be sued under the Fatal Accidents Act of 1883 in case of death 
arising from an a('cident. But this Act was seldom invoked. 
Further, with regard to the general question of employer's liability 
the position in India was vague. 

'I'he principle of the Act of 1923 was that compc'nsation should 
ordinarily be given to workmen who had sustained injuries by 
accidents arising out of and in the course of employment, 
compensation being also given in certain circumstances for diseases. 
Although the m(*asure followed in general principles the legislation 
in force elsewhere, it also strupk a certain distinctive note and was 
adapted to meet the peculiarities of industrial life in India. The 
scope of the Act, which was originally limited, was considerably 
widened by amending Acts passed in 3926, 1929, 1931 and i'933. 
This was made r,eccssary partly by the ratification by the 
Government of India of the draft convention regarding workmen’s 
compen.sation for occupational diseases adopted by the Seventh 
International Labour Conference (1925) and partly by the recom- 
mendations made by the Royal Commission on Labour in 1931. 
The Act of 1923 w^as an experimental measure and has how been 
replaced by the amending Act of 1933. 

The Act of 1933 covers railways :_,tramw^avs : factor ie.^ jnines ; 
^amen ; do cks ; persons employed in the tonstriiction, dem’olition or 
repairs to certain buildings; or of roads, bridges, tunnels; marine 
works ; operations relating to telegraph, telephone, oi^- overhead 
electric lines ; blasting operations or excavations, boat services ; 
lighthouses; tea, coffee, rubber or cinchona plantations; electricity 
or gas generating stations, cinematograph workers, salaried motor 
drivers, and underground .sew^age wwkers. In all cases persons 
employed in an administrative or clerical capacity and those whose 
monthly earnings exceed Rs. 300 are excluded. The Act covers 
over seven million industrial workers in the country. 

T he amount of compensation payable depends on the avera ge 
monthly earnings of an inj ured or deceased workman. The amounts 
of compensafio^h'^ayaBle in the case of an injured workman whose 
monthly wages are not more than Rs. 10 are Rs. 500 for death ; 
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Rs. yoo for permanent total , and half t he monthly wages for 
temporary, disablement. For a workman whose monthly wag^es 
are between Rs. 50 and Rs. 60, the corresponding^ figures arc 
Rs. 1,800, Rs*. 2,520 and Rs. 15 respectively.. The maxima for 
persons earning^ offer Rs. 200 per month are Rs. 4,000, Rs. 5,600 
and Rs. 30 per month respectively. In the case of* minors the 
amounts ot compensation for death and *for permanent total dis- 
ablement are at a unifonm rate of Rs. 200 and Rs. 1,200 respectively, 
and hall the monthly wage for temporary disablement. No 
compensation is payable in respect of a waiting period of sevpn 
days following that on which the injury was caused. 

cThe dependants to whom the amount ol compensation is payable 
are firstly those who are actually dependants such as a wife or a 
minor ( hild ; and secondly those who may or ma\ not be in that 
position such as a husband, a parent other than a widowed mother, 
etc. Provision is made foi (Miabling the interests ol dependants 
in cases of fatal accidents to he hell(‘r saf(‘i»uaicled, In ensuring 
that such* ac( idents should be hiought to the notice ot Com- 
missioners, appointefl' under the Aqt by Provincial Governments. 

The general administr.ition of the Act and the settlement of 
disputes theri under are entiusU'd to these commissioners, who 
have been given wide powws. The procedure is simple and 
opportunities for appeals restricted. For the •success of a measure 
like this rapid inquiry made hy medical men capable of forming 
estimates of the injuries received along v\ith the enlistment by 
the State of^ imparti.al judges to see that the worker gets the 
benefit that is due to him are necessary. The migratory habits 
of the industrial w^orker, his ignorance of the financial relief to 
vv’hich he is entitled under the Act, lack of qualified men properly 
to put up the w'orkmen’s rase for compensation are some of the 
factors *which render the operation of a measure of this kind 
difficult in India. 

§37. •Social insurance. — The principle of social insurance for 
the protection of the industrial worker against the hardships arising 
from sii'kness, unvmplovment and old age has long been recognized 
in industrial countries like the United Kingdom and Germany. 
International Labour organizations have also lent their support to 
social insurance by adopting from time to time conventions regarding 
all these matters. Some of these questions have been^ receiving the 
attention of the Government of India and other parties concerned, 
particularly since the Tenth International Labour Conference (1927) 
adopted a convention in respect of sicknesss insurance of industrial 


* Indian Year Book, 1937-8, p. 532. 
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and agricultural and domestic workers. Pointed attention has been 
drawn to these problems in India since the publication in August 
X937 of the programme of the Congress Ministry in Bombay, 
regarding the welfare of the industrial worker. They visualize the 
development of a comprehensive system of soeial insurance* and 
have under l:onsideration the feasibility of legislation for the grant 
of leave with pay during periods of sickness, in the hope that it 
will pave the way for sickness insurance.^ 

There are considerable difficulties, administrative, financial and 
otherwise, in the way of the* introduction and enforcement of social 
insurance in India. The requisite statistical and actuarial basis 
for the various forms of social insurance are totally lacking 1 at 
present. As regards agricultural labour, it is casual in nature 
and there is absence of qualified medical men in the districts. So 
far as the industrial worker in the Bombay Presidency is concerned 
the Government of Bombay have already set in motion the machinery 
of the Labour Department for the collection of material which within 
a reasonable distance of time should enable the Government to 
decide what can be done to fi'ame sound an'd workable schemes 
conforming to Indian conditions. While this move is welcome it 
is necessary to bear in mind two considerations. In the first place, 
the capacity of industry at this juncture to bear additional burdens 
thus imposed on it must be duly considered ; and in the second place, 
the social insurance schemes must be based on a contributory 
basis as in» other countries, the employers, the workers and the 
State, all bearing their fair share of the burden. It is also 
desirable that such action as is taken in these matters should be on 
an all-India basis, lest industries in one province should be penalized 
while those in other provinces or Indian States escape. 

§38. History of industrial disputes in India. — ^There were a 
few strikes in this country in the eighties* of thfe last century, but 
on the whole, before 1917, they were rare phenomena. It was 
only in the opening years of the present century that the* value of 
the strike as a weapon received general recognition from workers. 
Thus in 1905 there Avere several strikes in Bombjiy owing to the 
Introduction of electrioity and excessively long hours of work. It 
was, however, during the War that the strike came to be regarded 
as an ordinary weapon of industrial warfare. The economic up- 
heaval and tl^e general feeling of unrest created by the War, the 
increase in the cost of living due to rise in prices, and the spread 
of class consciousness have produced a large crop of strikes since 
1917. The position became specially acute in 1919-20, when a 


*■ Labour Gazette (Bombay), August t<) 37, p. Q23. 
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great strike occurred in Bomba}' involving 150,000 cotton mill 
workmen. Among the contributory causes of these strikes have 
been long hours of w'ork; bad housing; lack of provision, till 
recently, for compensation for injuries received the ill-treatment of 
the workers by ^ foremen ; the sympathy of one group of strikers 
for others, and so on. We shall notice in a later "Section how 
the trade union movement originated duriVig this period. 

^ §39. Frequency of industrial disputes. — During the period 
1920-35 the number of industrial disputes every year has varied 
from 1 18 in 1932 to 396 in 1921. Tht largest number of disputes 
have been in cotton and woollen mills and for that reason in the 
Bombay Presidency. In Bombay city itself the influence of com- 
munistic ideas has latterly been a powerful factor making for the 
growth of labour unrest. 

The strike situation was very serious in 1919-21 owing to the 
economic distress and high prices induced by the War. With the 
gradual restoration of normal conditions and a fall in the cost of 
living, the* strike fever appeared for some time to be subsiding. 
The increased wagdls* granted during the War remained as they 
were for some time after it, in spite of a fall in prices, thus securing 
some increase in the real wages of labour. The trade depression 
wlwch followed, however, led to a movement on the part of 
employers of labour to slop paying War bcyiuscs or to decrease 
wages, causing a fresh outburst of strikes at industrial centres like 
Bombay and Ahmcdabad. The years 1926 and 1927 'were com- 
paratively qinet. The year 1928, however, saw a recrudescence of 
industrial unrest, and the outbreak of several big strikes all over 
the country, c.g. the big strike in Bombay cotton mills in October 
1928, following an attempt on the part of the millowncrs to introduce 
rationalization and new methods of work. The intensification of 
these strikes as wfell as 'the unusually prolonged duration of some 
of them was attributed to Russian communistic influences and the 
secret help derived from the same quarter. The Public Safety 
Bill, thrown out by the Assembly in September 1928 and disallowed 
later by the President, was justified by the Government as a 
necessary measure for nipping in the bud these unwholesome 
influences. By an agreement reached between the millowners and 
the Strike Committee, it was decided to refer the outstanding 
differences to a Committee of Inquiry consisting of three members 
appointed by the Government of Bombay (the Fawcett Committee). 
This committee reported in March 1929 but its labours did not 
appear to bring about peace in the textile industry. A prolonged 
strike in the Iron and Steel Works at Jamshedpur and strikes on 
several railways, threatened or actual, and accompanied, in the case 
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of the E.I.R. and S.I.R. strikes, by considerable violence, were a 
feature of the year 1928. 

The most important industrial dispute during 1929 occurred in 
the Bombay textile^ mills in connexion with the dismissal of 6,000 
men of the Wadia group of mills. A court of inquiry under the 
chairmanship of Mr Justice Pearson of the Calcutta High Court 
was set up on 3 July 1929, under the Trade Disputes Act passed 
earlier in the year. Its report laid the whole blame on the Girni 
Kamgar Union for the protraction of the dispute due to its un- 
compromising attitude over ihc Fawcett Committee’s recommenda- 
tions. The court strongly recommended not only the enforcement 
of the Mediation Rules recommended by the Fawcett Committee, 
providing for a conciliation machinery representing both parties to 
secuie the consideration and settlement of trade disputes in their 
early stages,^ but also the constitution of a joint tribunal of arbitra- 
tion to which a dispute could be referred after a strike. It was 
also necessary to intnjduce a sc'heme of unemployment insurance to 
deal with the situation caused by the introduction of the ‘ cfliciency 
scheme The Court of Inquiry pointed out* that the Board of 
Conciliation contemplated by the Trade Disputes Act 1929 could 
achieve little unless supported by the goodwill of the parties 
concerned (Report, f)ar. 87). The depression in trade, particularly 
in textiles, was at j.ts worst in the year 1933. Mills attempted 
wage-cuts as a necessary measure of economy. 7 'his led to a certain 
number of strikes which, however, the labourers w’^ere unable , to 
continue beyond a short ])eriod. In 1934 ^ Uabour Committee w’as 
formed on an all-India basis to organize a universal strike in cotton 
mills all over the country. The Committee succeeded in oringing 
about a strike in all the textile mills at Sholapur for over three 
months and in more than half of the Bombay mills for over two 
months. The Bombay Government caused a Departmental Inquiry 
into the question of wage cuts in the Presidency. The report of 
this inquiry was published in June 1934 and the strike in the 
Bombay mills was called of]* almost simultaneously. The most 
important result of this inquiry w'as the passing Uy the Government 
of Bombay of a IVadt; Disputes Conciliation Act which is reviewed 
in §41 below'. For a period of nearly three years after the passing 
of the Act there was little industrial strife in the cotton mill industry 
in the Bombay city. In recent months, there has been a 
recrudescence of labour troubles in Bombay, Ahmedabad, Cawnpore, 
Madras and other industrial centres in India caused partly by the 
demand for higher wages and restoration of wage cuts on the 


* Sec Report of the Fawcett Committee^ .Appendix XI. 
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ground of industrial and business recovery, and partly by the 
communist activity in labour circles. There arc at present (April 
1938) three Isabour Enquiry Committees at work, at Hombay, 
Nagpur and Cawn^jore. 

§40. Prevention of industrial disputes. — Before deahni* with the 
machinery for the settlement of industrial 'disputes after they have 
broken out, a few w'orjls might be said regarding the methods of 
preventing them. "J'he first essential is the creation of sound 
organizations both of empkners and • employees. The employers 
• are for the most part sulliciently well organized in India, but not 
so the workers. The formation of sound trade unions of the workers 
is the first step in the evolution of any means, preventive as well as 
curative, of strikes and loik-outs. Ellicient organizations on either 
side, competent to speak for their respective sides, will tend to 
prevent the occ'urreiKc* ol sporadic strikes and kx'k-ouls and the 
formulation of grievances alter rather than belore going on strike — 
features w^iiih are peculiai characterist i('s cd strikes in India at 
the present momenk, A peimanent Arbitration Hoard, with Mi 
M. K. (iandhi as one of its most prominent members, has been 
established for th<‘ settlement of disputes in the textile industry in 
Ahmedabad. 'Hie Bombay Industrial Disputed Committee of 1922 
recomiiKMided the formation of Works C'omniittees or Shop Com- 
mittees on the lines of the Whitley Committees in England. On 
these committees the workers would be represented along with the 
employers and would be responsible for the fixing and observance 
of conditions* under wdiich work is to be carried on. Such com- 
mittees possess the advantage of discounting the absence of personal 
relationships between the operatives and the employ(*rs, and have 
further an educative value for the operatives themselves. It may 
be mentioned that, such •committees have already been established 
by some enlightened employers like Tatas, and by the Government 
in their ^ capacity as employers. 1 'he Labour Commission also 
recommend the formation of W’^orks Committees which, they think, 
arc capable of ph^ing a useful part in the Indian industrial system 
{L.C.R., 342-3)- 

We may now proceed to discuss the arbitration and conciliation 
methods for settling industrial disputes. The numerous disputes 
during the post-War years clearly showed the necessity of suitable 
machinery for investigating and settling them. The Government 
of Madras were the first to take .steps in this direction by setting 
up courts of inquiry to deal with individual disputes as they arose. 
The Committees appointed by the Bengal Government (1921) and 
the Bombay Government {1922) did valuable spade work and made a 
number of detailed recommendations regarding the machinery to 
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be set up for preventing and settling disputes. The Government 
of India held that the subject was one for all-India legislation. 
This, however, was held to be premature until the Trade Union 
Bill had been passed. The Trade Union Bill became law iq 1926 
and came iflto force the next year. The Trade Disputes Act was 
not passed till 12 April t()2q and was brought into force with effect 
from 8 May 1929. It was to remain in force for a period of five 
years only in the first instance but by an amending Act it was made 
permanent in 1934. • 

§41. Trade disputes legislation. — (i) The Trade Disputes Act of 
ig2g, — The Act closely follows the English legislation on the subject 
and docs not provide for compulsory arbitration. As in England, 
public opinion is regarded as the decisive factor in settling disputes 
and the underlying idea is to help the clear framing and discussion 
of the issues by an impartial tribunal, that a well-informed public 
opinion may be formed. The Act provides for the setting up of 
Courtfr of Inquiry and Conciliation Boards. ‘ 

ya) Nature of inquiry. — The Provincial Government or the 
Governor-General-in-Council, where the employer is the head of a 
department under the Governor-General-in-Council or a railway 
company, is authorized to appoint, for prevention or settlement of 
a dispute, a Court of Inquiry or Board of (Conciliation, as the case 
may be, where both parties to the dispute apply, whether separately 
or conjointly, provided the persons applying represent the majority 
of each party. ^ (h) Constitution of the Court of Inquiry. — The 

Court of Inquiry is to consist of an independent chairman and such 
other independent persons as the appointing authority may think fit, 
or it may consist of one independent person, fc) Board of Conc/Ii- 
ation. — The Board of Conciliation will have a different constitution 
and will consist of a chairman and two Or four other members as 
the appointing authority thinks fit, or it may consist of one indc- 
j>endent person. The chairman is to be an independent person and 
the other members shall be either independent persons, or persons 
appointed in equal numbers to represent the parties to the dispute 
on the recommcndaticMis of the parties concerned, (d) Procedure , — 
The duty of such a Board is to endeavour to bring about a settle- 
ment after investigation of the merits of the dispute and to do all 
such things as it may think fit to induce the parties to come to a 
fair and amicable settlement and give them reasonable time for 
doing so. In case of failure to bring about a settlement, the Board 
is to send a full report to the appointing authority setting forth the 

‘ The Labour Commission recommend that the possibility of establishing 
permanent courts in place of ad hoc tribunals under the Act should be examined 
{L.C.R., 346). 
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proceedings and the steps taken by the Board for the settlement of 
the dispute together with its findings and recommendations. The 
appointing autfiority is to publish the report, final or interim, as 
soon after its receipt as possible, (e) Strikes in public utility 
services . — The provisions in the second part of the Act regarding 
public utility services are among the most important in the whole 
Act. A public utility service means (i) any railway service so de- 
clared for the purposes of the Act by the Governor-General-in- 
Council; (2) any postal, telegraph or* telephone service; (3) any 
business or undertaking which supplies light or water to the public; 
and (4) any system of pubfic conservancy or sanitation. Special 
penalties are laid dow’ii for employees, employed on monthly wages, 
in such services in the event of their going on strike in breach of 
contract without having given to their employer, w’ithin one month 
before so striking, not less than fourteen days’ previous notice. 
Employers carrying on such public utility services are made liable 
to be puflished (the fine being heavier) for locking-out their 
employees without a. similar notice. Abettors of an offence, as 
defined above, are left to be dealt with urfder the ordinary Criminal 
Amendment Law. (/) Illegal strikes . — There are also special pro- 
visions in respect of illef>al strikes on the lines* of the British Trade 
Disputes Act of 1927. A strike or lock-out js to be regarded as 
illegal which (i) has an)'^ object apart from the furtherance of a 
trade dispute within the trade or industry in which the parties to 
the disputes arc engaged ; and (2) is designed or calculated to inflict 
severe, genei'al and prolonged hardship upon the community, and 
thereby -to compel the Government to take or abstain from taking 
any particular course of action. Any sums collected or applied in 
direct support of such strikes are illegal. Sympathetic strikes are 
declared illegal by. defining a trade dispute within an industry asi 
one which is between the employers and the employees of that 
industry^ with regard to the employment in that industry 
alone. The trade un ion privileges of members are protected fronw^ 
tfe ^Uund uf a refusal to join such illegal 
strikes, • 

The Act presupposes organization on the part of the employers 
and the employees, and, as already suggested, is intended to pro- 
mote • such organization to check sporadic strikes and arbitrary 
lock-outs and to help the formulation of grievances before and not 
after a strike is declared. An important omission in the Act is the 
absence of any provision to prevent intimidation. Picketing is not 
mentioned in the Act, because all picketing is not objectionable and 
it is punishable under the ordinary law when it becomes intimida- 
tion. Sympathetic strikes are by implication illegal under the Act. 
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This has been rriticized by labour leaders as g’ivin^ the Government 
the power to declare any bi^ strike ilJeg'al, but on the other hand, a 
general strike like tjie triple strike in England may be a real menace 
to the community. Like many other provisional of law, therefore, 
this parlicufcir provision cannot be demurred to merely because it 
is liable to be abused. •A more valid criticism would be to point 
out that, since the strikes that have occun;ed in India so far bear 
no parallel to the big general strike in Great Britain, there is no 
particular necessity, under Mhe present I'irciimstances, for such a 
provision. It has also been argued that the clauses regarding 
illegal strikes interfere with the fundamental human rights of the 
workmen and further that they will tend to chok(‘ the trade union 
movcmeil in India, which is still in its infancy, and will create 
distrust in the mind of the workers. The view is held by some 
critics that the portions of the Act dealing with ^itrikes in public 
utility services and illegal strikes w'cre unnecessary. Sudden 
strikes in social security services, such as the supply of water, 
light and sanitation, are already illegal and punishable under the 
Penal Code. Strikes vn ordinary public utility services (as 
distinguished from security services) such as postal, telegraph or 
telephone service, or even railwa}* service, however, need not be 
dealt w^ith severely.'^ 

(ii) The Labour Ckmimission recommended that every Provincial 
Governmeat should have an olHcer or officers to undertake concilia- 
tion. The Commissioner of Labour in Madras, the Director of 
Industries in the Punjab, the Director of Statistics, and the Labour 
Commissioner in Burma, and Deputy (Commissioners and 'the 
Director of Industries in the Central Provinces have accordingly 
been given powders as conciliation officers. 

Bombay has passed the Trade Dispute's Conciliation Af't (1934) 
providing for the appointment of the Commissioner of Labour as 
ex-officio chief conciliator and also for the appointment of <a Labour 
Officer, special conciliators and assistant conciliators. On receipt 
of a report or an application from the Labour •Officer or any of 
the parties to a dispute in the textile industry in Bombay, or 
acting upon their owm knowledge and information, the conciliation 


‘ A Bill to *amcnd and widon the scope of the Trade Disputes Act (iQ2q) 
has recently (April 1938) been passed by the Central Legislature. It alters 
the definition of .an illegal strike ; includes within the list of utility services 
any inland steam vessel and tramway service which Government may notify 
and any undertaking which supplies power to the public ; and provides for 
the appointment of conciliation officers with certain powers by those Provincial 
Governments which desire to appoint them. 
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[Officers arc empowered to summon the parties before them with a 
view to conciliation. A Labour Officer was appointed in September 
1934 lo guard, the interests of the workers. The Millowners' 
Association has also appointed a Labour Officer of its own to 
represent mill managements in proceedings with the Qovernment 
Labour Officer and the chief conciliator.. It was claimed for 
this Act that it had succeeded in practically eliminating industrial 
sirif® in textile mills in *Bombay city. After three years of com- 
parative industrial peace, however, thcre^ has been since the middle 
of 1937, as previously stated, a recrudescence of labour trouble iit 
Bombay as also in other textile centres. The Government of 
Bonfbay hav(‘ recently (March 1938) circulated the draft of a Bill 
intended to prevent strikes and lock-outs and ' to promote the 
amicable settlement of disputes in factories and other industrial 
establishments. It is based on the principle of compulsory con- 
f'iliation, whereas the Central Act makes conciliation voluntary. 
^ §42. Trjide union movement in India. — Already in 1918 trade 
unions were orj*anized in Madras under the leadership of Mr B. P. 
Wadia. From Madras the trade imior^ movement spread to 
Bombay. The industrial unrest, which may be said to have com- 
menced in 1917, resulted in the creation of a« number of labour 
organizations. These were, however, temporary in character and 
dissolved into thin air as soon as their immediate object, whether 
it w'as increase of wages or any other thing, was fulfilled. They 
weili * little more than strike committees consisting of a few officers 
and perhaps a« few paying members’.^ This situation, has, how- 
ever,, been gradually improving and the remarkable growth in the 
number of trade unions, especially in 1921, shows that the movement 
has come to stay. It experienced a slight set-back in the year 
1923 ow'ing to an improvement in the economic condition of the 
workers and the consequent diminution in the number of strikes. 
In the initial stages of the movement the presence of actual economic 
distress w?is practically the only bond among the w^orkers, which 
tended to weaken when conditions were more favourable. Latterly 
the movement has*shgwn distinct signs of recovery and may be 
further expected to gain in strength owing to the protective influence 
of the Trade Union Act of 1926. Moreover, the trade union 
movement in India has almost from its inception had the advantage 
of an all-India organization like the All-India Trade Union Congress 
which has been holding annual sessions since 1920.“ The creation 


* Sec Hur!»t, op. cit., p. loi. 

* In 1929, there occurred a serious split in the ranks of the Trade Union 
Congress and there came into existence three distinct groups, viz. the communist 
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of the International Labour Oilice hastened the establishment of 
a central trade union organization in India. The presence of its 
representatives at the annual Labour Conferences at Geneva has 
brought the Indian movement into direct touch with the movement 
in the Wt^tern world. 

'rhe All-India Trade. Cnion Congress claimed in December 1929 
that it represented organized workers numbering 189,436.* The 
total number of registered trade unions under the Trade Union Act of 
1926 (sec below’) was 213. in T934-5. During the same year the 
^83 unions furnishing returns accounted for 284,918 members and 
had a total income <)f Rs. 5-29 lakh.<>. The percentage of female 
workers was very small, being less than 2 per cent of the total 
membership. Not all these unions, however, are equal in strength 
and vitalit}. About half of them are organizations either of 
Government servants or of persons connected .^\ith Government 
employment. 'I'rade unionism has met with comparatively greater 
success among railw ay and postal employees, but on ,the whole* it^* 
is w’eak in the great organized textile and mining industries. The 
Ahmedabad textile Labpur Union is, how’ever, the biggest and best 
organized trade union in India. 

§43. Difficulties of the movement in India. — The special 
difficulty of the trade union movement is, in the first ^)lace, 
the lloalmg character of the labour population (see §3). In the 
second phu'e, the labour force in industrial centres like Bombay 
and Calcutta is a heterogeneous mass of men speaking a variety 
of languages and, therefore, not feeling intimately drawn to each 
other. Where, however, the proportion of emigrant labour is 
small, as in Ahmedabad, the trade unions are much stronger 
than elsewhere. Thirdly, many labourers dislike the idea of regular 
contributions and union discipline, and this accounts for^the small 


gmufj, tlip lilx’ral group and ilic rest. In 1935 Joint Cominitte# of the 
principal organisations, vi/. the .\IMndia Trade Union Congress and the 
National Trades Union Federation (1933) was formed with a view to promoting 
unity, which has only recently been achieved, owinf^ to ^fundamental differences 
in outlook and methods. It is a happy augury for Indian labour that the 
unification of the Indian Trade Union movement was effected at the joint 
session of the two bodies in April 1938. There are a number of other 
all-India associations like the AlUIndia Postal and R.M.S. Associaiion, the 
National Federation of Textile Labour in India, etc. 

^ Messrs Purcell and Hallsworth, British Trade Union Delegates to India, 
calculated that there were in all 25,266,109 persons in the organizable groups 
of workers (including 21,676,107 agricultural field and farm labourers, but 
excluding domestic servants and Postal and Government office employees) in 
the various industries in India. See Report on Labour Conditions in India 
(British Trade Union Congress Delegation’ I9i8)» p. 15. 
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rcentage of men enrolled in any establishment. Even a small 
contribution is again felt as a burden owing to the great poverty 
of the average; worker. Fourthly, the majority of the workers 
are illiterate and are, therefore, unable to find leaders from their 
own ranks. Thitf accounts for a special feature of the ^rade union 
movement in India, namely that it has b^en largely led by men 
from the middle classes, professional lawyers and others who 
have not in all cases distinguished between political and economic 
considerations. Moreover, their interests are divided amongst 
jnany unions and their knowledge of technicalities is very slighf. 
Another handicap is the absence of a true democratic ideal, which 
is 5 o essential for effective trade unionism. All this stands in 
marked contrast with the position which trade iiniorts horld in England 
Avhere they are officered exclusively by the workers themselves. 
While it is, however, easy to decry the interference of politicians 
and lawyers in the labour movement in India, we must recognize 
the value of the pioneer work of the educated middle-class leaders 
in this connexion.' Lastly, successful trade unionism depends on 
at least a temporary acceptance of tlu' existing social order with 
a view^ to gaining as much for labour as possible.- If working- 
class leaders are frankly out to destroy the present capitalistic order 
of 5 bciety their influence must weaken the trade union movement. 
According to many competent observers this jf)oints to one of the 
principal reasons of the weakness of the movement in Bombay as 
coiltrastcd with the striking success it has achieved in a centre 
like Ahmedabad. The representation given to labour in the 
Provincial Legislative Assemblies under the Government of India 
Act (ic)35) through special constituencies comprising registered 
Trade Ihiions is, however, expected not only to promote registration 
of new unions, but also^ to ensure maintenance of proper books 
of account and registers of members. 

S44. Trade Union Act of 1926 . — A decision of the Madras High 
Court at ‘'the end of 1920, giving an injunction restraining trade 
union officials or organizers from influencing labourers to break 
their contracts with tbeir employers by striking to obtain increased 
W'agcs, revealed the necessity of legislation for the registration and 
protection of Indian trade unions. Mr Joshi, the Labour Member, 

* ‘ As in the early days of British trade unionism, when it had to rely 
largely upon men like Robert Owen, Francis Place, and later, Kingsley, Ludlow 
and Frederic Harrison, so too the Indian movement in its corresponding stage 
is almost wholly dependent upon the lawyer or ** pleader *’ class for its union 
presidents and secretaries .’ — Report on Labour Conditions in India (British 
Trade Union Congress Delegation iqaS). For some interesting comments on 
this subject see L.C.R., 324-5, 3.28-9, 

’ Ahmad Mukhtar, Trade Unionisnt and Labour Disputes in India. 
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first brought the question before the Assembly in March 1921 
and his persistent clTorts in this connexion finally bore fruit 
wh(‘n the 'Iracle l^nion A('t passed in 1926 came into force on 15 
June T927. The *Act defines the lej>al position of Indian trade 
unions in ^definite and precise terms. The ref^islration of trade 
unions is optional, but the Act confers ('crtain valuable privileges on 
the registered bodies denied to those that choose to remain 
unregistered. The registered trade union is required to define its 
name and the objects for, which it is established. It must keep 
S list of its members and piovide for a rc^^jiilar annual audit of its 
funds which must be spent on cert^tln specified objects calculated 
to promote the obvious interests of the members. Not less '‘than 
on^^-lialf of the office-bearers of a registered trade union must be 
persot'.s employed in the industry concerned. As against these 
restrictions, the \ct grants immunity from criminal liability to all 
trade union officials acting in furtherance of all legitimate objects of 
the union. Nor arc they liable to be indicted for conspiracy. The 
Act provides that (i) no suit shall be maintaiqable in any civil court 
against any officer or me, tuber of a registered union in respect of any 
act done by him in contemplation or furtheraiK'c of a trade dispute 
<rn the ground on^y that such act induces some other persons 
to break a contract of employment or is an interference with* the 
trade, business, or cmplojmient of some other person or his right 
to dispose of his capital or labour as he wills; and that (ii) no 
.suit shall be maintainable in any civil court against a registered 
trade union in respect of any act done in contemplation or further- 
ance of a trade dispute by any person acting on behalf qf a 4radc 
union, provided it is proved that such person acted without the 
knowledge of or contrary to express instructions given by the 
executive of the trade union. A registered trade union may create a 
fund for the promotion of the civil and political interests of its mem- 
bers, the contributions however being on a strictly voluntary basis. 

Industrial Welfare ^ 

§45. Nature of ^welfare work. — ^Welfare work has been variously 
defined. One definition confines it to the voluntary efforts on the 
part of employers to provide the best conditions of employment in 
their own factories. A definition more generally accepted includes 
within the scope of welfare work ‘ all efforts which have for their 
object the improvement of the health, safety and general well-being 
and the industrial efficiency of the worker 

* On this subject read L.C.J?., ch. xiv. 

* Presidential Address, All-India Industrial Welfare Conference, 1922. 
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These efforts may be made by employers of labour, or the State, 
or tlie employees themselves, or by social ag-cncies. From one 
point of view,^ these activities may be regarded as humanistic, 
aiming at llic welfare of the industrial population. From the 
narrower and purely' utilitarian point of view, so-called ‘ welfare 
work ' may be regarded as ‘ efficient'y work * having a direct favour- 
abl(‘ reaction on the physical contentment and elliciency of the 
operrfitivcs and thus lielpfng to counteract the migratory tendencies 
of Indian labour. Welfare work may also be considered as a means 
^of developing a sens(‘ of responsibility and dignity amongst am 
illiterate class of workers, making them good citizens. 

§46- Divisions of welfare work. — Welfare w'ork falls into two 
broad classes: (i) activities inside the factory, or intra-mural wel- 
lare work, and (ii) activities outside the factory or extra-mural 
work. As regards intra-mural work for improving conditions of 
work inside the factory, an acconmt of w'hat lias already been done 
b\ the State and, to a smaller extent, by emplo\crs, has been 
given earlier in the chapter. 

In the past, welfare worK, especially pi regard to the proper 
utilization of leisure time, has received little attention at the hands 
of employers of labour, and such efforts as ha^e been made have 
mostly taken the form of providing medical aid, minor educ'ational 
facilities and housing. It is, however, receiving* increasing attention 
at the present time, owing to the serious growth of industrial 
unrest. The Social Service League of Bombay was able, in i()i8, 
to induct' two •enlightened mill agents to entrust to it the organi- 
zatidh axxl management of two workmen \ institutes for the benefit 
of operatives working in mills under the agencies ol Currimbhoy 
h]bvahim ii: Sons and Tata Sc Sons. In 1922 an All-India Industrial 
A\'elfare ■Conference, was •held in Bombay. It discussed several 
interesting problems connected with w'clfarc work and was able 
to effect SDine co-ordination of work carried on by various agencies 
at the different centres. The All-India Trade Union Congress has 
j^lso been directing its attention to welfare work for some time 
past. In May 1926 tlie Government of India asked all the Pro- 
vincial Governments to collect full information with regard to the 
steps taken and efforts made to ameliorate the conditions under 
which the workers live when not actually employed. This inquiry 
w'as undertaken in response to a recommendation adopted by the 
Sixth Session of the International Labour Conference requesting 
the various Governments concerned to supply the International 
Labour Office with up-to-date information regarding the use of 
the worker’s spare time. 
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Besides the interest shown by some of the more enlightened 
employers in Bombay,* several employers of labour at the other 

industrial centres have also instituted welfare schemes for the benefit 

( 

of their operatives^ in Madras, Nagpur, Jamshedpur, and Cawnpore. 
The welfare work carried on by the Buckingbam and CarnStic 
Mills in A^idras for several years past is well known. At Nagpur 
the Empress Mills have entrusted the task of looking after the 
welfare of their employees to the V. M*. C. A. The Board of 
Directors of the 'fata Steel and Iron Company at Jamshedpur 
bave put forward the clann that ‘ the attitude of the company^ 
from its earliest days towards labour. and its provision of housing, 
education, welfare, Avater-supply, drainage, hospital, and dthcr 
public seivi'^es on a scale unexcelled in India, have met w'ith the 
approval of public men of all shades of thought *. At Caw'iiporc, 
the British India ('orjDoration have provided for a Wulfare Super- 
intendent to manage the tw’o settlements that have been built to 
house their workers. So also some of the municipalitjes, like the 
Bombay Corporation, Port 'I'nist and public' utility services, 
especially railways, have taken certain steps *lo promote the welfare 
of their employees. Lastly, several social service agencies, such as 
the Bombay Social ^Service League started by the Servants of India 
Society, and similar leagues in Madras and Bengal, the Seva STidan 
Society, the Bombiw Presidency A\’'omen\s Council, the Maternity 
and Infant Welfare Association, the Y. M. C. A., the Depressed 
(^'lasses Mission Society, the missionary societies, are all playing 
a useful part in the organi^^ation of welfare work bpth by helping 
employers of labour and by independent efforts. , 

§47. Items of welfare W'ork. — (i) Educuiion . — The unsatisfactory 
position regarding the education of industrial workers has already 
been noticed." Some enlightened employers of labour like the 
Tatas have* arranged for the education of the children and adult 
operatives in day and night schools.. 'Fhe Social Service League 
of Bombay and the V. M. C. A. have also done much tV) promote 
the education of the industrial workers in schools as well as by 
provision of reading yooms and libraries. (W)* Medical aid . — The 
provision of facilities f6r medical attendance appears to be fairly 
general in the large and important factories in India, though it is 
rare to find the needs of female workers met by the appojntment 


^ For parlicul.'irs reg-nrcling the welfare work undertaken by the textile 
employers in tlip Bombay Presidency, see Report on Wages, Hours of Work, 
and Conditions of Employment in the Textile Industries in the Bombay 
Presidency, published in 1037 in connexion with the General Wage Census. 

* See ch. i, §§13 14. 



Industrial labour 


^35 


of special lady doctors, (iii) Maternity benefits . — In the interests 
of women workers and their children Western countries have 
introduced maternity benefits and prohibition of employment of 
women for some period before and after <'hild-birth. The fact that 
women workers iji India arc also domestic driidg^es makes similar 
arrangements here all the more important. The AVashington 
International Labour Conference of 1919 adopted a draft convention 
conoerning the employment of women before and after child-birth. 
While India was not expected to ratify tlie convention immediately, 
^the Government of India were invited* to make a study of thj 
question, including the grant* of maternity benefits, and to report 
to the next C'onference. The inquiries in connexion with the report 
submitted showed that siu'h schemes had been instituted only by very 
few employers of labour. The reporting Provincial Governments, 
however, expressed their willingness to encourage the institution 
of further voluntary schemes. Additional inquiries made by the 
(hjvernment^of India in June 1924, in conformity with the suggestion 
of llic Assembly, showed that, in the three big organized industries 
of Bengal, namely jutb, tea ^and coal, there were several definite 
schemes of maternity benefits. In the tea* gardens in Assam, and 
the Assam RaiKvays and Trading Company, in ^ the mines of Bihar 
and •Orissa, in the factories of Bombay, Madras and the Central 
Provinces, there are a large number of these schemes in operation, 
under which several concessions are allowed, such as grant of 
leafc for varying periods during pregnancy, supply of free milk 
and feeding Isoldes, etc. Over and above all this, Bombay has 
a gnawing number of maternity homes. In her final report, Dr 
Barnes, *the lady doctor appointed by the Bombay (Government 
in connexion with maternity benefits to women workers, gives 
interesting details regarding the maternity allow^ances granted 
by the 'fata group of mills. Two months’ wages are given as 
allow’ance (one month before and one month after confinement) to 
a w’oman*w’orker w’ith a service of at least eleven months to her 
credit, on production of a certificate from a lady doctor regarding 
the completion of* eight months of pregnancy and on her giving 
an undertaking not to work for a w’age anywhere else. 

In 1924 Mr Joshi introduced, in the September session of the 
Assembly, a Bill to regulate the employment, some time before 
and after confinement, of women in factories and mines, and on 
estates to which the Assam Labour and Emigration Acl of 1901 
applied, and to make provision for t)ie payment of maternity 
benefits. It provided for the grant of leave six weeks before and 
after confinement and of maternity allowances by Local Governments 
from a maternity benefit fund -subscribed to by employers of labour. 



136 


Jfuiian Economics 


The Bill wiis rejected by the Assembly on the f^roiind that it was 
too much in ad\ancc of public opinion in fndia. Similar leg-islation 
was, however, passed for Bombay in the form ^of the Bombay 
Maternity Act (1929). It applies in the first instance to certain 
selected cities in the Presidency but can be ttxteiided to other 
places by fhe Government. The Act, as amended in 1934, prohibits 
the employment of a woman during lour weeks immediately 
follow'ing- the day of delivery, and makes It illegal lor her to work 
in any factory during this period. Maternity benefit at the rate of 
^ight annas a day for the* actual period of absem'i* not exceeding^ 
four weeks before confinement and /our weeks immediately after 
confinement, can be claimed by a woman from her employer 
provided she has been empkned in his lactory for not less than 
nine monllis immediately preceding the date on which she notifies 
her intention to absent herself from work owing to »approaching 
confinement within one month lu^xt following. If, however, she 
works in an\ factory <luring the period of leave granjed her, she 
forfeits her claim to the maternity benefit. A Maternity Benefit 
Act of limited application was also passed in the Central Provinces 
in 1930. The Madras Maternity Benefit Act (1935) closely follow's 
the provisions of the Bombay Act. Legislation of this type, how'- 
ever, requires to be passed on an all-India basis so that empldyers 
in all the provinces are equally made subject to the obligations 
imposed by it. (iv) Recreation . — The value of recreation hardly 
needs to be specially stressed. Anything should be welcome fhat 
adds a little colour to the life of the worker, which for the most 
part is s<*t in gnw. It is also most important to induce the w'grker 
to utilize his spare time so that he is kept away from the liquor 
shop and the bucket-shop and generally to iiu'rease the attractions 
of industrial work in the towns and make him less reluctant to 

I . 1 . 

settle down permanently at the industrial centres. In this con- 
nexion, the activities of the Social .Service League, Bombay, 
which has organized a Working Men's Institute at ParJl, and of 
some enlightened employers like the Talas and the Buckingham 
and Carnatic Mills, Madras, deserve special jnefttion. As a result 
of these activities provision is made for outdoor sports and 
indoor games, entertainments, siu'Ii as cinema shows, magic Lantern 
lectures, musical concerts, dramatic performances, wr.estling 
matches, etc^ (v) Housing, — I'his question has already been fully 
discussed earlier in the chapter, (vi) Co-operative societies . — The 
work done by co-operative societies for industrial workers has al- 
ready been alluded to in the chapter on the co-operative movement.* 


' See vol. 1, ch. x. 
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(vii) Gram and cloth shops , — Some mills maintain shops where 
cheap grain and cloth are sold to the workmen, thus preventing 
them from bejng swindled by the hajiia, though the more clastii' 
credit given by the hania offers a great teinptation to the workers 
to make their purchases from him, a tendcMicy fostpred by the 
degeneration of some of the mill shops iplo ‘ truck ’ shops. The 
only satisfactory solution lies in the organization of ('o-operaliv(‘ 
stores, (viii) Teashops and canteens , — There is a very meagre 
provision of teashops and canteens though there is an imperative 
need for proper facilities for obtaining good and wholesome tt*a 
and cooked ffwd. There aro only a few canteens of the type which 
haf^e made considerable progress in Kngland under the stress of 
War production. C'ast(‘ difficulties and the (‘onservatism of women 
have acted as great obstacles. It is important, however, to make 
every effort to overc(yme these difficulties in order to improve the 
health and the sobriety of the workman. 

The mtjst rec'imt aiiKMulment of the Factorlts Act noticed above 
(^33) contains s<‘vera] provisi(ms in connc^ion \\ith welfare, for 
example maintenaiK'c* of adequate shelters foi rest, reservation of 
rooms for the use of children of women employed in factories 
employing more than fifty women, provision o£ first aid appliances, 
etc? Not only does \\elfare A\ark recjuire to be greatly extended 
in India but it should also be controlled mdre and more by the 
workers themselves. \t present it is largely controlled by 
cifiploycrs, and this impinges ufX)n trade union organization and its 
activities. The selection of leading \\orkers to associate with the 
management of welfare committees is scanidy a satisfactory 
arrangement ^s it tends to detach them from the general body of 
w orkers. 

* See Report on Labour Conditions in India (Brilibli Tra»l»* Union Congre 
Dologafion P- T-- 



CHAPTER IV 

THE NATIONAL DIVIDFND ' 


I. Estimates of national dividend in India : Dadabhai Naoroji’s 
estimate. — V’^arious estimates have been made from time to t?me 
of the national income of India, and allhoiif^h they have varied 
\\*idely, even the most optimistic of them have but served to 
emphasize the fact that the inhabitants of this country arc beset 
with a poverty for which there is no parallel in modern times in 
the countries of W’estern Europe. 

We shall now proceed to notice briefly the results of the principal 
(‘stimates of the national income of India made by different writers 
so far. 'I'he first serious attempt in the direction was that of 
Mr Dadabhai Naoroji in his well-known hook, Poverty and Un- 
British Pule in India. This estimate is based on official figfures 
rclatingf to the years 1867-70. Mr Naoroji explains the principles 
he followed in these words : — * I'he principle of my calculations 
is briefly this : I hav'' taken the largest one or two kinds of produce 
of a province to represent all its produce. I have taken the whole 
cultivated area of each district, the produce per acre, and the 
price of the produce ; and simple multiplication and addition will 
.£five you both the quantity and value of the total produce. Fr6m 
it, also, you can f^et the correct averaf^e of produce per acre, 
and of prices for the whole produce, as in this way you hav<j all 
the necessary elements taken into account.’ Working’ on this 
basis he arrives at the figure of ^>277,000,000 as the value of the* 
gross agricultural produce. From this he deducts six per cent 
for seed, 'flie balance left amounts to .£260,000,000 representing 
* the produce of cultivation during a good season, for human use 
and consumption for a year ’. Next, ;^i7,ooo,ooo is takfen as the 
value of salt, opium, coal, and profits of commerce. The value of 
manufactures is put down at .£15,000,000. ^An* equal amount is 
allowed for the annual produce of stock, fish, milk, meat, etc. and 
.£30,000,000 is further added for any contingency. All these items 
add up to ;^34o, 000,000 and taking the population at 170,000,000, 
the per capita income for British India comes to 40s. or Rs. 20 
per head. Mr Naoroji then proceeds to show on the basis of 
jail dietaries and rations for emigrant coolies, etc. that this is 
less than the Rs. 34 or so which is required for bare subsistence, 
and he comes to this conclusion; — ‘ Even for such food and clothing 
as a criminal obtains, there is hardly enough of production even in 
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a good season » leaving alone all little luxuries, all social and 
religious wants, all expenses an occasions of joy and sorrow, and 
any provision Jor a bad season. . . . Such appears to be the 
condition of the masses of India. They do not get enough to provide 
the bare necessaeies of life.** ‘ As the balance of income every year 
available for the use of the people of Indira did not suffice for the 
wants of the year, the capital w ealth of the country was being draw n 
upon, and the country "went on becoming poorer and poorer and 
more and more weakened in its capacities of production.* The 
reason which Mr Naoroji advanced for not including services in Hs 
computation was that they aiie ultimately paid for from the material 
pr(Xluce, and since the latter is counted, including the services in 
addition would lead to double counting. From this he proceeds to 
the wider generalization that the annual material production of the 
country is the sole fountain head and that there are no other sources 
outside this prodiu'tion from which any individual can derive his 
share of the national income. This argument has been repeated 
in essence by K. T. Shah and K. J. Khambatta in their work. 
The Wealth and Taxable ('\ipacity of India. 

^2. National income between 1875 and 1911. — 'Phe next inquiry 
to be noticed after that of Mr Naoroji was ^undertaken in 1882 
by •Karl (Vomer (then Major Evelyn Haiing) and Sir (then Mr) 
David Harbour, and their results were as follows; — ® 

Agricultural income . . Rs. 350,00,00,000 

• Non-agricultural income ... Rs. 175,00,00,000 

* Total income ... Rs. 525,00,00,000 

Divided amongst 194, 53c), 000 people, which was the figure for 
the population at that time, the average amount per head came to 
Rs. 27.. . . 

We may next notice Digby’s e.stimate which proceeded on the 
assumption that the (rovernment land revenue bears a definite 
relation to the outturn, and the percentage between the total outturn 
and the land revenue was taken at a varying figure as arrived at 
by Romesh C'hundra* Dutt and used by him in his Open Letters 
to Lord Curzon. The percentages were as follow^s: — 

In Bengal 5 to 6 per cent 

,, the N.-W. Provinces 8 ,, . 

,, the Punjab 10 ,, ,, 

,, Madras 12 to 31 ,, ,, say 20 

,, Bombay 20 to 33 ,, ,, .say 25 

* Op. cit., p. 31. 

* See W. Digby^ Prosperous India ^ p. 366. 
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Shah and Khambatta object to this method on the ground that 
it is not only untrustworthy but also involves petitio principii 
as ' it tries to find out the gross product from the multiplier which 
itsell can only be obtained from the gross product; the result will 
depend upoy what multiplier you select We are unable to follow* 
this argument. 'I'lie multiplier no doubt is found as the result of 
investigations into a certain number of sample cases, but obviously 
not all the cases are taken into account, and, therefore, we caiwiot 
see how an argument in a cinde is involved in this procedure. 

• Digby’s calculation \ielded the following results: — 

c 

Agricultural income lor Ks. 285,00,00,000 000, poo 

NJon-agri''n1tin*al inc'ome 

(half abo\e^ ,, Ks. 145,00,00,000;^,' 95,000,000 

fotal . Rs. 428,00,00,000 ;£'284, 000, 000 

Divided among 24,50,00,000 people, which, according to the 
calculations of the (hnernment of India, was the probable figure 
for the population, the , average inc'ome would on this basis be 
Rs. 17-8-5. 'riie census of 1901, however, leturned only 25,10,00,000 
as the total population. On this basis the per capita income would 
he Rs. 18-8-T1, in a good year. For the famine \('ar j8c)9-t(^oo, 
Digby calculated it w'ould be as low* as Rs. 12-6-0. 

Lord C'lirzon, in reply to this and other similar statements, 
worked out his own estimate on the basis of the figures c'ollec'ted for 
the Famine Commission of i8()8, giving the latest estimate of 
the value of agricultural inc'ome in India, which was placed at 
Rs. 450,00,00,000. 'File (Calculations of 1880 had showai the average 
agricultural income' to be Rs. t8 per head and, taking the figures 
of the latest census lor the same area as was c’overed bv the earlier 

» ' t 

('omputation, it was found that the agricultural income had increased 
to Rs. 20 per head. \ssuming that the non-agricultural income 
had also increased in the' same ratio, the average income would 
c'ome to Rs. 30 per head in 1900 as against Rs. 27 in 1880. Lord 
Curzon admitted that the data were not inoontrovertible, but he 
pleaded that the figures of t88o were also to a certain extent con- 
jectural and that, if one set of figures was to be used in argument, 
so equally might the other. He also admitted that the advance 
in economic position revealed by the cak'ulations was not in itself 
‘ very brilliant or gratifying But at the same time they showed 
that the movement was in a forw’ard and not in a retrograde 
direction. 


^ Shah and Khambatfa, The Wealth and Taxable Capacity of Tndia^ pp. 66-7. 
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Dig-by now again returned to the charge and re-examined the 
question in order to show that Lord Curzon’s estimate erred too 
much on the aide of optimism. As regards agricultural income he 
adopted the same old plan of deducing it from* the land revenue. 
But in the case of the non-agricultural income, instead pf assuming 
it to be half of the agricultural income^ he examined a large 
number of items and came to the conclusion that the total income 
of • the country was * ;£‘25q,ooo,ooo which, divided among a 
population of 226,000,000 people, gave Rs. 17-4 as the average 
, income per head. • 

Sir J. D. Rees quotes 1 *. J. Atkinson in his book. The Real 
Indiny to the effect that, between 1875 and 1895, there was an 
increase in the income per head from Rs. 25 to Rs. 34. In February 
1921, the Ilonble. E. M. Cook declared in the Council of Slate 
that, following the samt* method of calculation as was adopted in 
1882 and T901, the pee capita income' of 1911 had risen to Rs. 50. 
He furthec pointed out that a more elaborati' and less defective 
method of computation would take the tigure up to Rs. 80. 

§3. Wadia and ^oshi’s estimate. — 1 \. A. Wadia and G. N. 
Jo.shi have workc'd out an estimate of llu* national income of India 
with reference I0 the >ear j<)I 3-T4. ’ We may briefly indicate the 
re.sTilts of their inquiry. The agricultural production is put dowMi 
at Rs. 1,072,99,93,282, from which is deducted 20 per cent as 
the «amounl invested or .set apart for seeds, manure, etc. This 
gi\TS a net figure of Rs. 858,39,94,626. As regards mineral produc- 
tion the gross value is cak'ulated at Rs. 14,40,95,000, from which 20 
per.cenl^ is again deducted for depreciation in value and the wwking 
cost so far as it affects w'ages (mineral production having been 
included in the value of manufactures estimated at a later stage 
of the erdculation). We thus get a net valuation of Rs. 11,52,76,000. 
Next follow^s the valuation of various products, such as hides and 
skins, manures, wool, silk, poultry products, on the assumption 
that exports of these products amount to 80 per cent of the total 
production. To this is added the value of the products of fisheries 
calculated at 4 ahna^ per head for 275 days for 865,000 persons 
engaged in fisheries. The final addition is in connexion with the 
valuation of products worked by artisans, and earnings of labourers 
engaged in trade and transport, at 4 annas per head per day 
for 310 days for 18,000,000 persoms. All this wopks out at a 
total of Rs. 154,29,58,750. The next item dealt with is the 
produce of the live-stock. The figures taken in this connexion 
relate to the year 1917-18 and it is assumed that the difference 


‘ The Wealth of Indian pp. Q7-112. 
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between the number of cattle in this year and that in 1913-14 could 
not be appreciable. The total annual value of all the cattle is 
estimated at Rs. 349,05,11,518, from which the value of the services 
of cattle for -agricultural purposes is deducted to prevent duplicate 
reckoning, ^seeing that these services are already included in the 
value of agricultural production as given above. As regards the 
added value of manufactures, this is arrived at by taking it to 
be one-fifth or 20 per cent of the gross total of raw materials 
(Rs. 204,76,65,000). This gives us the figure of Rs. 40,95,33,000. 
The authors proceed to make various deductions from the total 
^ross income arrived at by the* method described above, and they 
give the following statement sho\\ing the various sums to be 
deducted fiom the aggregate national income in 1913-14 : — 


I. 

Home charges 

;^20, 000,000 

2 , 

Investment of foreign capital on behalf of 

- 


the Government 

8,000,000 

3- 

Profits on foreign capital invested in India 

.39,000,000 

4- 

Investment of new foreign capital in India 

5,000,000’ 

5* 

Remittances of money from India on 



private account In fTOvernmenl 



officer.Si, Kuropean employees in 



banks, joint-stock companies, etc. 

10,000,000 


;^82, 000,000 
Rs. 123,00,00,000 

The followinj> table thus sums up the results of Wadia and 
Joshi’s estimate. 

Animal Jnemne or National Dividend of British India 
in 1913-14 

Tot.il \ .iluMtiiin in rupees 

1. Agricultural production 

2 . Mineral production 

3. Miscellaneous products and 

earnings of artisans, etc. 

4. Produce of live-.stc»ck 

5. Manufactures 

Tot.al net valuation ' 

E>educt for home charges, etc. ' 

Net annual income ^ 

‘ The authors of the Bowley-Robertson Report point out that the value of 
thi<» item has been deducted twice instead of once. 


1,52,76,000 

» 54 » 29 . 58.750 

I45»>o.34»634 

40 * 95 * 33^000 

1.210.27.97.010 
123,00,00,000 

1.087.27.97.010 
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Dividing* this net income by the total population of British India, 
nan^ly 245,180,716, we get as the annual income per head 
Rs. 44-5-6 or ^^2-19-1. 

The population of British India according to 'the census of 1911 
was 244,189,716.* To this has been added 1,000,000 as /epresenting 
the possible increase in numbers in three years. 

§4. Shah and Khambatta’s estimate. — Shah and Khambatta’s 
estimate is summarized* in the following table.' 



' Pre-War 

War and 

Whole 

1 V • 

Itrnis 

• 

% 

period 
j i<)oo-i4 

1 

1 

post-\\ ar 
pc‘riod 

j 1914--’-’ 

(('rore«s ol 

pel iud 

1C)00-J2 

1 Upers) 

1 ^ ear 

1021-2 

Ai»ricultural pnulucj 

10T4 s 1 

I 

J 257-1 1 

1 -MSS -8 

Deduct lor seeds 

• i 

, 35 

-’5 1 

1 5 « 

\eL agricultural produce 

004 ^ 

5 

1232-1 

2097-8 

Forest uealtH 

JO 

20 

14 

28 

Fisheries ... . . 

1*2 

^ 5 

i-i) 

3-2 

Manufactures ... 

So 

150 

I 0 (> 

180 

Mineral wealth 

10 • 

» 219 

14 

2S7 

Buildings, etc. ... 

JO 

I(V 4 

12 

20-3 

^ lotal .. 

1 

not) 

1 

lS (>2 

1380 

-’ 3 t >4 


Rs. 36 for 1900-14 
Rs. 58I for 1914-22 
Rs. 44^ for 1900-22 
Rs. 74 lor 1921-2 

Making an adjust inent with reference to the change in the level 
of prices the income is stated at the pre-War average price-level as 
amounting to Rs. 36 per •head for the pre-War period and Rs. 38-2 
for the War and the post-War periods. From the gross income the 
authors ^lake a number of deductions on account of home charges, 
etc. and come to the conclusion that this * drain ’ takes about Rs. 7 
away from the pe^ capita income for 192 1-2, reducing it to Rs. 67. 

§5. Findlay Shifras’s estimates. — In the estimate made by 
(j. Findlay Shirras for the years 1920-1 and 1921-2,^ he puts the 

‘ op. cit., pp. ic)9-joo. 

^ In 1921, the Stnti!»ticnl Branch of the Madras Department of Agriculture 
published an estimate which showed that the total agricultural income in th^ 
Presidency amounted to Rs. 309*7 crores. The agricultural population in the 
Madras Presidency is about five-sevenths of the total population, and if it is 
assumed that the contribution of the agricultural population to that of the non- 
agricultural population is in proportion to strength, the total non-agriculturnt 
income would be two-ftfths of the agricultural income. This takes the total 


• This gives the pci' 
capita gross .income of 
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agricultural income for the former year at 171,494 lakhs of rupees 
and for the latter at 198,341 lakhs of rupees, and the non-agricullural 
income at 883 crores of rupees. On this basis the per capita income 
comes to Rs. 107 for 1921, and Rs. 116 for 1922. Shirras points out 
that, in all the inquiries between 1881 and 1911, Tt liad been assumed 
that the gross income of agriculturists and non-agriculturists was 
distributed between the two classes in propiirtion to their numbers. 
This worked satisfactorily enough so long as the country Mas 
industrialized only to a small degree. But during the previous few 
yoars rapid changes had taken place and some additional allowance 
was therefore necessary in order to arrive at the total non-agri- 
cultural income,' and the addition of Rs. 75 crores appeared to meet 
the requirements of the case, giving the total of Rs. 883 crores : 
One of the obvious critu'isms of Shirras \s estimate is that, contrary 
to the usual practice, he makes no deductions on account of seed 
in computing the agricultural inccmie. It should further be noted 
that the non-agricultural income is about 40 per cent of the 
agricultural income in Shirras’s estimate, whereas it is only about 
10 per cent in Shah and Khambatta’s estimate and about 30 per 
cent in that of Wadia and Joshi. This disparity is due, among 
other things, to the (JifTcrence in the treatment of the service utilities. 
Shah and Khambatta exclude the services from their computation, 
whereas Shirras includes them. 

We may now present in tabular form the results of the different 
inquiries which we have discussed. 


r.stim.'itrs by 

KrI.ating to 

Income 


M'.'ir ' 

j)( r IK 

atl 



1 

R.s. 

A. 

r. 

Dadabhai Naoroji 

.... 1870 

20 

0 

0 

Baring-Barbour 

1882 

27 

0 

0 

Difiby 

i8q8-9 

18 

9 

0 

Lord Curron 

1900 

30 

0 

0 

Digby 

IQOO 

‘ 17 

4 

0 

.Atkinson 

f '« 7 S 

25 

0 

0 

'll i«<)S 

34 

0 

0 


iqil 1 

f 50 

( «o 

0 

0 

0 

0 

Wadia and Joslii 

1<)I.J-14 1 

44 

5 

6 

Shah and Khaniliatia 

I02I-2 1 

67 

0 

n 

Shirras 

-ll i 

107 

0 

0 

1 ( 1922 ' 

116 

0 

0 


income up lo Rs. 434 crores. The population of Madras according to the. 
census of 1921 was 43*3 millions, so that the average income per head works 
out at about Rs. 100. If allowance is made for the rise in prices between 1899 
and 1920, this would correspond to Rs. 42 in 1899, thus showing a real increase 
in income of 40 per cent. .See Pillai, Economic Conditions in India, p. 44. 

* The Science of Public Finance (second edition), pp. 138-45. 
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The following figures have been worked out for each of the 
ten years in the period 1923-32.^ 


• 

Year 

• 

Per capita income 
* in rupees 

Yeai 

1 

Per capita income 
in rupees 

1 

1923-4 

117 

« 

1028-9 

106 

>924-5 

126 

1929-30 

100 

• 1925-6 

1 14 

1930-1 

84 

1926-7 

108 

1031-2 

t >3 

1927.8 

1 

108 

•*932-3 

1 


•Sir M. Visvesara^a in his Planned Economy for India (p. 27) 
suggests that the average income tor British India in a normal 
year may be taken at about Rs. 82 per head of the population. In 
the recent slump, it would be correct to take the average at about 
two-thirds of the normal, or Rs. 55 per head. 

§6. DiflSculties of interpretation and comparison. — In compar- 
ing these results the reader must bear in mind several cautions. The 
first is that they relatfe to different dates and, before a comparative 
analysis is made of the economic condition of the people as between 
one date and another, the difference in prices af the two dates must 
betaken into account. Thus, Rs. 45 in 1913-14 w*ould be equivalent 
to Rs. 81 in 192 1-2 on the assumption of an 80 per cent rise of 
prices. Another fact to be remembered is that the area covered by 
the computations is not in every case the same. For instance, 
Shah and K^ambatta include not only British India but also thb 
Indian Slates, and if a comparison is to be instituted between their 
estimate* and another one which is limited to British India, we 
should probably have to raise the per capita figure of Shah and 
Kliambatta somewhat, assuming that British India is slightly richer 
and ecohomically more advanced than the Indian States taken as a 
whole. We must further allow for the difference in the methods 
adopted 4 n the inquiries. We have already seen, for example, that 
Shirras does not make any deductions, whereas the other estimates 
make them to a •smaller or greater extent. Again, we must re- 
member that there is a difference of treatment arising from divergent 
views as to the constituent elements in the national dividend. As 
we have seen above, Shirras’S estimate includes the incomes of the 
professional classes,* ^hile they are deliberately excluded in some 

of the other estimates. In order to institute profitable comparisons 

\ 

' G. Findlay Shirras, The Science of Public Ftnence (third edition), p. 251. 

Shirras does not explicitly include services in his main estimate, but 
he checks ids figures for nCn-agdcuftufal income by a table in which did 
valuation of Cervices Is Included. 

10 

A. 
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between the results of inquiries relating^ to two ditferent periods, 
we must not take the actual figures as they are given, but as they 
would have been if the methods adopted had been identical. 
Another point to nptice is that, generally speaking, the later valua- 
tions are on a more scientific and careful bafTis;, and as Shiniras 
points out, if the old methods were followed in preference to his 
more elaborate method, the v’^alucs of agricultural produce and non- 
agricultural income in his estimates would be appreciably low;er. 

Care is also necessary in drawing inferences about economic 
welfare from the pei' capita income. Here it is important to con- 
sider not only the average income per head but also the composition 
of the national income. In the case of India, for instance, t.an 
inquiry as to how^ much of the national income is in the form of 
food-stull’s \vould be specially pertinent. For, if the supply of an 
ab.solutc necessary of life is di.sclo.sed to be insuflicient, additions 
to the national income in other forms cannot be regarded as of 
the same order of importance as food-stuffs. Again, if services 
are included in the computation, the semi-political question w^hethcr 
some of the services arc not overvalued in India cannot be ignored. 

Lastly, \vc feel bound to utter a general caution, namely, that in 
considering the result of any particular inquiry we must take into 
account the spjrit and purpose underlying it. A good many of ^the 
investigations referred to above have been admittedly informed by 
a spirit of political controversy. Not infrequently w^e find the course 
of the investigation interrupted by road-side notices that the parti- 
cular valuation is a deliberate underestimate or overestimate as the 
ca.se may be. If the.se protestations are to be taken seriously and 
literally, then the final results must be interpreted in their light. 
That is to say, if the author of a particular estimate declares that 
his estimate is above the correct figure, then w’e must reduce tfic 
figure somewhat, if on the contrary, we arc assured that'w’c are 
dealing w^ith a deliberate underestimate, we must make a suitable 
addition. The curious thing, however, is that the pretended under- 
estimates almost invariably give us a higher figure than the pretended 
overestimates, because liberal concessions granted to rival disputants 
‘ for the sake of argument ’ in one direction *are more than made 
VP for by quietly taking liberties the effect of w’hich is to swing 
the. pendulum violently in the opposite direction. 

In spite of the discrepancies in the results obtained by the 
different investigators, one fact which clearly stands out from all 
of them is the intense poverty of India. Even as regards a prime 
necessity of life, such as food, a large proportion of people in this 
country cannot afford to buy the necessary amount of it required for 
their bare physical needs. The validity of this, statement is not 



The Nathml Dividend 




affected by the inconclusive evidence to which we have referred 
as regards the question whether the food-supply of the country is 
increasing in proportion to the increase in population.^ Whether or 
not the aggregate food-supply is inadequate, and, if so, whether the 
inadequacy is incceasing or not, the fact is beyond dis^pute, that 
a distressingly large number of the people are in a semi-starved 
condition. - 

Sipmetimes, however, the picture of extreme poverty gets over- 
drawn by people arguing as if the per capita income were the 
incortie of an average family. We shoufd be making the oppositoi 
mistake of supposing that the 4'ondition ot the masses is better than 
it really is, if we did not remember that the national Income is 
very unevenly distributed. Some people enjoy very much more 
than the average income and some ver\ much less. The learned 
professions and the bigger landowners, tor instance, enjoy a very 
much higher income than the cultivators or industrial labourers. 
The petty traders and shopkeepers have incomes of a medium size. 
Shah and Khambatta give the following figures to show the une\en 
distribution of the nafibnal income in India."* 

‘6,000 individuals, with an average income per head of 
Rs. 100,000 per annum absorb Rs. 60,00,00,000, among them, and 
support 30,000 persons. 

230.000 individuals paying income-taxes with an average income 
of Rs. (?) supporting 1,150,000 j>ersons. 

270.000 individuals escaping or exempted from the income-tax, 
but having an income liable to that tax, with an average income of 
Rs. 5^,000 per head per annum, absorb among them Rs. 135,00,00,000 
and support 1,350,000 persons. 

2.500.000 individuals with an average annual income of 
Rs.* 1,000 absorb among them Rs. 250,00,00,000 and support 
12,500,006 persons. * 

35,000,000 individuals w'ith an average income of Rs. 200 per 
annum absorb among them Rs, 70,00,00,000 and support 100,000,000 
persons. 

The remainder ^ave an average income of about Rs. 50 per 
annum and absorb among them Rs. 825 crores. ’ 

The result of this calculation is that more than a third of the 
wealth of the country is enjoyed by about one per cent of the 
population, or, allowing for the dependants, about 5 per cent at 

' See vol. !, ch. Hi, §31. 

* C. Nu Vakil and S. K. Muranjan support the View that the food-supply 
is not only Inadequate, but that the inadequacy is proftreisftively on the increase 
(CttfVency pfines in /ndia* p. 363). 

• op. clt., p. 307. 
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most; that slightly more than another third, about 35 per cent of 
the annual wealth produced in the ccmntry, is absorbed by another 
third of the population, allowing for the dependants; while 60 per 
cent of the people of British India enjoy among them about 30 per 
cent of tlje total wealth produced in the country. 

It should also be remembered that the per capita income varies 
from province to province.' It would be larger in those provinces 
which grow commercial crops and which are relatively .more 
industrialized, such as Bombay, Sind, the Punjab, Assam, the 
iCentral Provinces and Berar, whereas Bihar, Orissa, the United 
Provinces and Madras are relatively poorer provinces. 

^7. International comparisons. — International comparisonsi can- 
not be based merely on a consideration of the per capita income of 
the countries under comparison. Sir Robert Griffen drew attention 
to the dangers of making these comparisons without introducing 
the necessary qualifications and of assuming ‘ that figures called by 
the same names in different countries have exactly the same values ’. 
Figures of the income per head do not tell us much about the 
economic well-being of the people of one Country as compared to 
people belonging to another unless wc allow for such factors as 
differences in standards of living, habits and customs. As Sir 
Josiah Stamp points out : ‘ In the countries to be compared^i men 
must care for the same objects in a similar way, and their scale of 
relative values must be akin. To the extent to which countries 
diverge in this respect, the comparison will be invalid.’* The same 
income per head, for example, would obviously have an entirely 
different significance in two countries so wide apart from each other 
as India and England, because the scale of values is different, 
not only owing to difference in taste but also because external 
conditions impose different standards of requirements. Broadly 
speaking, owing to the warmer climate of India, an appreciably 
smaller expenditure is required on food, clothing, fuel and housing 
than in England. However, when every allowance isu made for 

^ .See Vakil and Muranjan, op. cit., pp. ^56-7. ^ • 

” Cf. *It is very doubtftil whether numerical comparison can be safely made 
between two countries ; neither housing, Nothing nor food are comparable. 
The importance of that part of income which is not wages varied greatly, 
and many things must be bought in one country which are unnecessary or 
are home-made, home-grown, or obtained freely in another. Nor should we 
compare industrial classes, such as workmen, engaged in building, en^neering 
or printing, in different countries, since methods and conditions of work vary 
enormously, unless we make very broad allowances for thd possible effectp 
of such variation.' — ^A. L. Bowley, The Nature and Burpaee itfemPra*' 

ment of Social Phenomena, quoted in Economic Inquiry ComnnUtee Nepoft, ( 
p. 117, 
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these factors, the following figures^ are sufficiently eloquent and 
show the tremendous distance between India and some other 
countries as regards economic prosperity.^ 


Country 

• 1 

Year ' 

I 

^£ per capita 
income 

1 

• 1 

Year 1 

% per capita 
income 

• 

British India 

« 93 « 1 

% 

1 

Germany 1 

1925 

j 9 

United Kingdom 

• 

1 

76 

ltal> * I 

1927 

*4 . 

Australia 

1924 1 

q8 • 

Egypt .. 1 

1928 

21 

United State*, . 

193a 1 

1 89 

Japan 

1925 

M 

France 

1928 ' 

*1* 

Bulgaria 

I 9 j 2 

0 

Czechoslovakia 

1925 

35 

USSR (Ru<iMa)| 

1025 

10 

Denmark 

1927 1 

1 





It is clear that most of the countries ^mentioned in the table 
above are far ahead of India and \\e seem to come within the same 
* universe of discourse ’ only when we leave tha more progressive 
counfiries alone and seek comparison with some of the backward 
countries of Eastern Europe like Bulgaria or with Soviet Russia 
in the throes of transformation. 

^8. Intensive inquiries. — Besides computations of the national 
income per head, ^arious intensive village and regional inquiries 


* See Shirras, Poverty and Kindred Economu Problems tn India (third 
edition), pp. 44-5 

* The Simon Commiseion icmark that even if the most optimistic estimates 
(Rs. 107 in 1920-1, and Rs. 116 in 1921-2 according to Shirras) are accepted, 
the result Is that the average income of India per head in 1922 was equivalent, 
at the prevAing rate of exchange, to less than while the corresponding 
hgure to Great Britain was £gs^ * 1 'he contrast remains staithng t\en after 
allowing for the difference between the range of needs to be satisfied ’ — 5 'tmofi 
Commission Report^ vol. I? par. 374. 

The Central Banking Inquiry Committee point out that * the income of 
the agricultural population when separately assessed will be much smaller 
From thie reports of the provincial committees and other published statistical 
information the total gross value of the annual agricultural produce would 
work out to about Rs. 1,200 crores on the basis of the 1928 price-levels. On 
this basis and taking into consideration the psobsd>le income from certain 
Aiuhaidiliry occupations estimated at so per cent the. agricultural income, and 
ignorini^ lim din in population in the last decade and the fall in prices since 
the, avei^e income of an agriculturist In British India does not work 
U Wl^sr l^re thait about Rs. 4* ur a littid over £^ e year.*-^Repori^ 
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have been made by dift’erent investigators, such as Dr Mann in 
Bombay and Dr Slater in Madras, For the \illagc Pimpla Soudagar 
(1917) Dr Mann works out an income of Rs. 218 per famdy, or an 
income per head* of Rs. 43-3-0, obtained in ap average good year. 
The expepditure per family of five persons is given as Rs. 200-8-0 
after the payment of l^alufas and interest charges on debt. To this 
figure Dr Mann adds Rs. it-to-o in view of the larger proportion 
of adults in the village than in the ideal family for which the 
calculation ^^as made. Xh*s gives Rs. 42-14-0 per head on the 
•average for the 103 families for whom the records were complete. 
If halutas arc included, in the case^^of cultivators^ families (71 out 
103)* fhe total expenditure per head \\ould be Rs. 44. Assuming 
a normal year and ignoring payments on account of debts, this 
shows that the cultivators* families with an income of Rs. 44 per 
head would just pay their way. But, of course, the existence of 
debt entirely alters the situation, and Dr Mann is brought to the 
conclusion that ‘ out of 103 families investigated, only 36 or just 
under 35 per cent, can pay their way on Ibe standard they them- 
selves lay down. 'Phe, others are living below’ that standard, and 
this conclusion, which seems very clear, forms an exceedingly 
serious state of rfffairs *. Dr Mann’s study of another village of 
the Deccan, Jategaon Budnik, led to a similar result. Major Jack’s 
inquiries (1910-T4) into the economic conditions in the Faridpur 
District in Bengal yielded the following results: — ^ 


j 

Classified as 

1 

1 

Persons | 

j € 

Income per head 
(in rupees) 

in comfort ... ... ... 1 

1 

■ 05 *» 2 OS 

• 6s 

below comfort ... 

1 

S24.S0,? 

1 

43 

.ibove indigence ... 


(. 

32 

in indigence 

1 

65,860 ^ 

26 

1 

1 ,86i,i8j 

(average income) 

1 

1 

L- sa 

Several* other intensive surveys 

have recently 

been made, for 


instance those carried out under the auspices of the Rural and 
Urban Sections of the Board of Economic Inquiry, ^njab. The 
Indian Central Cotton Committee has carried out eight int^estigfations 
into the finance and marketing of cultivator’s cotton, which were 
the first inten.sive inquiries of the sort recoiqinended by the Indian 
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Economic Inquiry Committee and contain information of the utmost 
importance.^ All these investigations generally corroborate the con- 
clusions as stated above about the economic condition of the people. 

§9. Is Indian 4»overty on the decline? — Granting the existence 
of appalling poverty as an indisputable fact, the question whether it 
is increasing or diminishing, or whether there is no movement either 
way, has been variously answered. Wadia and Joshi hold that, 
during the twenty jears between 1895 and 1914, the condition of 
the population did not undergo any uliange. The more common 
view, however, is that there was a real, if a very slow, amelioratibn 
in^the condition of the peof)le and that this progress has on the 
whole been maintained. 'Fhat the people arc getting more and more 
discontented is true, but as European e\periencc shows, this is 
quite compatible with a great betterment in the economic position 
of the masses. With increasing wealth there generally comes an 
increase in the consciousness of poverty. A people may be so 
btutalized by extreme poverty as to lose all consciousness of it. 
But a little relief fr^jn poverty is commonly followed by a desire 
for still further relief. Modhrn economic, advance has been accom- 
panied by a great multiplication of human w’ants and the modes of 
satisfying them, so that poverty has come to mean not so much the 
inability to .satisfy a few primal wants but rather the inability to 
share in the new’ known goods of each period. Although the masses 
are better fed, belter clothed and belter housed todav in Western 
countries than fifty years ago, they are more discontented with their 
state than eVer before. According to some observers, a similar 
change .has come over the .spirit of the people in India, and this is 
one of the results of a decided improvement in their economic 
condition. People are at present much better able to resist famines 
than in, the past.. The, various estimates of national income we 
have set out above, in spite of their imperfections, do, on the 
whole, succeed in conveying an impression of gradual economic 
improvement. This impression is .strengthened by such admitted 
tendencies as the growing independence of spirit displayed by 
agricultural as well as industrial labour. Again, there are on the 
whole good grounds for inferring that the per capita consumption 
of food as w^ell as of cloth is gradually increasing. The official view’ 
in th»s country is that the amelioration is unquestionable, and the 
reasons generally advanced in support of it are well isxemplified in 
the following quotation : ‘ So far as orclinary tests can be applied, 


‘ $ee General Report Investigations info Ftnanee and Market* 

ktg of Culttvaiars* Cotton^ 1998. 
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the average Indian landholder, trader, ryot, or handicraftsman is 
better off than he was fifty years ago. He consumes more salt, 
more sugar, more tobacco, and far more imported luxuries and 
conveniences than he did a generation back. W^icre house-to-house 
inquiries have been made, it has been found that the average villager 
eats more food and has a better house than his father, that, to a con- 
siderable extent, brass and other metal vessels have taken the place 
of the coarse earthenware vessels of earlier times, and that his 
family possesses more clothes than formerly.’^ The truth of this 
picture has been challenged by non-official observers and some of its 
details especially have been regarded as* open to doubt. For example, 
the statement that the average villager eats more food has not been 
universally accepted. Possibly the average villager lays out his 
slightly increased income on a larger number of commodities than 
before, but he has not been able to increase his standard of diet. 
Indeed, there are reasons to suppose that in the villages, especially 
in those in the vicinity of towns, the dietary of the average villager 
has deteriorated and he is worse nourished than before. The average 
consumption of milk products, which occupies such an important 
position in a predominantly vegetarian diet, has distinctly fallen off. 
There docs not seem* to have occurred the addition of any substitute 
which can be regarded as of equal nutritional value (though it may 
be granted that the diet of the people has tended to become more 
varied owing to improved transport and communications). In vifw 
of the unsatisfactory nature of the available evidence, many people 
may prefer to suffer the inconvenience of a suspense ‘of judgement 
on ’the question whether the national dividend is increasing, knd 
also on the other quite different question, whether welfare apart 
from wealth is growing. But even assuming that there has been 
some increase in the wealth of the country it cannot be compared 
for a moment with the amazing advance achieved by Western 
countries like England in recent times — an advance reflected in 
the fall of pauperism, decrease of death-rate and poverty diseases, 
increase of wages, shortening of hours of labour, spread and 
improvement of education, increase in the vneans of recreation, 
better housing and sanftation, etc. There are indeed great in- 
equalities in the distribution of wealth in the West, but there can 
be no question about the wide diffusion of economic well-being. 
The cheapness and plenty of the good things of life together w’ith 


* Results .of Indian Administration in the Past Fifty Years, Cd. 4956, 1909. 
p. 26, quoted by L. C. A. Knowles, The Econofnic Development of the British 
Overseas Empire, I76^‘tgi4, vol. I, p. 275. 
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the universal rise of incomes have brought within the reach of 
the masses many commodities and modes of cnjo\ment which were 
formerly the monopolies of the very rich and have resulted in 
what Vicomte D’Av^nel calls ‘ /e nivellement dcs' joiiissances ^ (the 
levelling up of enjoyments) J 

§io. Need for better statistics. — In pronouncing judgements on 
the various problems concerning the economic condition of the people 
in Ihdia it is found that nothing more than a halting, uncertain 
attitude is possible in the present ci rounds tances for lack of precise 
•statistical information. On everything else besides the obvious fact 
of extreme poverty we are feft more or less in the dark. The 
collection of reliable statistical data will make our information more 
precise and minimize the large number of conjectural assumptions 
which are now unavoidable in every inquiry. It will also make 
possible a correct diagnosis of the numerous economic and social 
ills from which the country is suffering, and will be of great 
assistance in tackling the day-to-day problems of administration. 
The Indian Economic J^nquiry Committee (1925) quote the following 
apposite remarks ot The (London) Times in this connexion. 
Speaking of the Empire Statistics Conference, which sat in January 
and February 1921, it said: * In Germany before the War the 
Statfstical Bureaux were ceaselessly employed in working on every- 
thing that illuminated the future of the German people; and in the 
era^ which is now opening there can be little doubt that the nation 
which studies the drift of events as it is revealed by statistical 
analysis will bt; infinitely better equipped to take advantage of its 
opportunities than another which perhaps trusts only to the methods 
of empiricism.’* The statistics at present collected are often un- 
c'o-^rdinated and without expert direction and are generally a by- 
product of administration pieant more for departmental use than for 
the purpose of affording information to the public about important 
social and economic activities. 

It is indeed true that in India the collection of statistics is 
attended with extraordinary difficulties. In the first place, the huge 
size of the country makes the enterprise expensive and difficult to 
carry out. Secondly, the population is scattered in rural areas and 
not concentrated in big cities and towns. Thirdly, the existence 
of illiteracy makes the co-operation of the public in the w’ork of 
gathering statistical data a practical impossibility. In Great Britain 
and the Dominions, the statistics of production, wages and prices 
are usually collected by distributing schedules to private individuals 


* Gwges D’Avenel, Ddea^eries d^JiisioiTt Soeialct pp. 295-318. 
^ Seonomic Inqwhy ComnHttee Beport, p. 4. 
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who are required to fill them up within a j^iveii time and return 
them. This is both a more accurate as well as a less expensive 
method tlian that of engaf^ing* a specially paid staff. Much 
assist a n('e is also derived from the co-operation of a number of 
private associations, the like of which are almost entirely absent 
in India. Absence of* organized enterprise and the existence of 
numerous small unorganized undertakings further make statistical 
work extraordinarily diihcult.^ However, although we cannot hope 
immediately to attain tc the standard of equipment usual in 
\Vestern countries, there can be no doubt that the present position 
in this regard in India admits of very considerable improvement. 
The Hconomic Inquiry Committee Report, as well as the Dissenting 
Note of Piofessor Biirnett-Hurst, contains many useful suggestions 
as to how this might be done. 

i$ii. The Bowley-Robertson inquiry. — In November 1033 
(Government of India engaged the services of Professor A. L. Bowley 
f)f the London School <^f Economics and Mr D. H. Robertson, 
Lecturer in Economics at Cambridge, to** advise them on the 
question of obtaining more accurate and detailed statistics and 
the practicability of carrying out a Census of Production. Associ- 
ated with these twh exp>erts were three Indian economists, and the 
combined labours of these gentlemen have resulted in a valuable 
Report published in i<)34 entitled A Scheme for an Economic Census 
of India of which the follownng is a brief summary. ^ 

§12. (i) Organization of statistics. — A permanent economic 

staff, directly attached to the Economic Committee of the (jovernor- 
(ieneraPs Executive C'ouncil, should be established. The staff 
should consist of four members, 'fhe senior member should act as 
secretary to the Economic Committee of the Council, to whom* he 
would be rcsp)onsiblc for the organization of. the whole* work of 
economic intelligence, 'fhus he would have the duly of preparing 
reports on urgent questions as they arose from time to, time, and 
for this purpose w'ould need to organize the supply of current 
information on economic and commercial events abroad as well as 
at home. But it would also be his duty to be thinking further 
ahead, and to take the initiative in planning inquiries of a broader 
and more fundamental kind. 

Two of the other members of the staff would be “trained 
economists, * while the third would be the Director of Statistics. 
So far as possible the staff would function as a .staff and not as 
individuals, but since the field of economics is so wide that no 

' See Professor Bumelt-Hurst’s Note of Dissent, Economic Inquiry Committee 
Report, pp. 91-2. 
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one man can cultivate the whole, the senior memUier and the 
two economic intellig^ence officers would divide the territory for 
exploration between them in accordance with their respective bents 
and capacities. Ili would be natural, for instance, that one of them 
should specialize in the study of the means of pA>motingf the 
expansion (or, if that be the policy, the orderly contraction) of 
India’s foreig’u trade, and the operation of tarifl’s and trade agree- 
ments. It is important that the two economic intelligence officers 
should work under conditions of the utmost freedom which is com- 
patible with membership of a civil service. The whole staff would 
maintain the closest possible contact with certain other officers of 
the Government, including both some whose duties are primarily 
administrative and some whose duties are primarily technical and 
advisory. It would be within their competence to recommend to 
the Economic Committee of the Council the ad hoc engagement 
of external technical experts for the purpose of reporting on the 
economic potentialities of particular areas or ot particular branches 
or processes of production. 

The Director of Statistics, while being a member of, and the 
principal organ of inforrmation for, the permanent economic staff, 
should have his own peculiar duties, in the cflscharge of which he 
w’ould enjoy a ('onsiderable degree of independence. These w'ould 
include (a) the conduct of the population census, (h) the conduct 
of the census of production, (c) the co-ordination of central statistics, 
and (d) the co-ordination of provincial statistics. To assist him in 
these duties *the existing Statistics Branch of the Department of 
Cdhimercial Intelligence and Statistics would be transferred to his 
control and some addition to its permanent numbers would be 
required. The Commercial Intelligence Branch of this Department, 
wffiich is mainly engaged in dealing w^ith the inquiries of the com- 
mercial world, w’ould become a branch of the Department of 
Commence. 

The census of production should be quinquennial ; and w’hile 
the main census oi population continues to be decennial, a supple- 
mentary census with an abbreviated schedule of inquiries, mainly 
devoted to numbers, age, sex and occupation, should be taken in 
the middle of the decennium. The censuses of population and pro- 
duction should be as nearly synchronous as the requirements of 
tabulation permit. Preparation for the censuses and analysis of 
their results would provide nearly continuous work for a special 
section of the permanent statistical staff, which would expand on 
the occasion of the taking of the decennial population census into a 
larger organization. 

The Director of Statist ics 5 should have power to consult with 
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those respopsible for the preparatiom of statistics in all Departments, 
with a view to arranging* for uniformity of classification, and for 
the furnishing of statistics needed for general purposes, without 
prejudice to the ass*embling of other data necessa,ry for departmental 
use. He shbuld be responsible for the publication of the Statistfcal 
Abstract. 

There should be in each major province a whole-time statis- 
tician, as nearly independent of departmental control as administra- 
tive requirements permit, but making his services available to all 
departments, passing all their statistics under his review, conduct- 
ing the population census under the direction of the central Director 
of Statistics, and co-operating with the latter in every possible 
way. Pending the establishment of such officers everywhere, it will 
be for the Director to establish such contact as he can in each 
province with whoever most nearly fills the bill, with a view to 
promoting uniformity in the provincial statistics and thus facilitating 
their assembly into all-India totals. 

§13. (ii) The measurement of national income. — ^I'he authors 
of the Report remark thot the materials at present available for 
estimating the national income and wealth of India are very 
defective, that the \^arious estimates attempted so far arc in any 
case out of date and that the problem now requires to be approached 
afresh ab initio. 

The national income is the money measure of the aggregate 
of goods and services accruing to the inhabitants of a country 
during a year, including net increments to, or excluding net 
decrements from, their individual or collective w’ealth.. It * is 
probably best to ignore catastrophic decrements of wealth, such as 
might be caused by an earthquake or a severe epidemic of cattle 
plague. . . I 

As is well known, there are two methods of calculation, the 
first consisting in an evaluation of the goods and services accruing, 
the second in a summation of individual incomes. The two methods 
do not furnish a check on one another over the whole field ; thus 
the services of Cabinet Ministers must be htld to be worth the 
amount of their salaries, since there is no other way of evaluating 
them. In the case of India it seems unlikely that the first (cejisus- 
of-production) method will ever be applicable over the tvhole 
even of the industrial field: and special caution in combining the 
results of the two methods may be necessary. 

The first (census-of-production) method involves 

(a) evaluating the net output of the various bratl^hes of 
‘ productive ’ enterprises, agriculture, mining, industry, 
etc., at the point of production, being careful to avoid 
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double counting’ (for example counting both the output 
of wheat and the labour of the cattle employed in 
raising it). 

(b) adding the value added to home-produced goods and 

to .imports by transporting and merchantjng agencies 
in the country. 

(c) adding excises on home-produce^! goods. 

. (d) deducting the value of exports (f. o. b.), including gold 

and silver. 

(e) adding the value of imports (c. i. f.), including gQld 
and silver. , 

• (/) adding customs duties on imports. 

(g) deducting the value of goods, whether home-produced 

or imported, which arc used for the purposes of main- 
taining fixed capital, or stocks of raw and finished 
goods, intact. 

(h) adding the value of personal services of all kinds. 

(t) adding the annual rental value of houses, whether 
rented o*r lived , in by the owners. 

(/) adding the increments in the lioldings of balances and 
securities abroad, whether by ^ individuals or the 
Government, or deducting the decrement in such 
holdings; and/or deducting the increment in the 
holdings of balances and securities in the country by 
residents abroad, or adding the decrement of such 
Jioldings. 

^Somc of these processes call for further comment. 

(a) That part of the product of agriculture, etc. — in India 
very large — which is consumed by the producer or 
bartered locally for services should be valued, like 
the rest of the outturn, at its price at the point of 
production, not at the retail price which consumers 
in distant markets pay, and which includes costs of 
handling, etc. which are not incurred on the home- 
constim^d outturn. 

(c) , (/) This is necessary, because the total we are in search 

of is the aggregate of exchange-values to the 
consumer, 

(d) , (e) (j) It is* easily seen that if the Government of India 

raise a loan in London for railway construction, the 
securities imported form pkrt of the real income of 
the English investors, just as an import of Indian 
tea would do. The reverse side of the same truth 
is that the increment of capital wealth in India, which 
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is included in the evaluation of production or of 
imports, is balanced by a capital liability to foreigners, 

and must be deducted to arrive at the net income. 

■ 

The same considerations apply to changes in the 
^ ownership of bank balances, at hoifie and abroad, and 
— in the case of India very important — to increases 
or decreases in the stock of precious metals, which for 
this purpose may be visualized as foreign securities. 
(h) (i) Strictly speaking, it may be argued that only those 
services of Government servants should be included 
which confer direct utility — protection, amenity of life, 
etc. — as distinct from assisting to augment production, 
the value of the latter having already been included, 
like other costs of production, in the sale value of 
the product under (a). The subtleties to which this 
complication leads do not sef*m worth pursuing here ; 
in what follows it will be assumed for simplicity that 
the services of all Government servants confer direct 
utility and form part of the reiil national income: 
deductions can be made to taste by those who please, 
'riicse services should be Valued at a sum whicli 
includes the pension rights accruing during the yjar 
to those who render them. 

(2) In India the distinction between charitable gifts, 
which are not part of im'ome, and the payment for 
servi('es of a ('UStomary or religious nature is peculi- 
arly indefinite; and the line drawn is bound to^be 
somewhat arbitrary. 

rile census-of-production method above describ(*d is the more 
fundamental of the two methods of evaluating the national income. 
In order that the results of the second (census-Of-incomes)‘ method 
may tally w^ith it, certain precautions in following this second 
method must be ob-seiwed. 

(a) All self-consumed produce and receipts in kind must be 
included in the individual’s income, valued at their 
selling valug at the point of production. So must the 
annual value of houses lived in by the owners. 

(h) All interest ptiyments, even on loans incurred for con- 
sumption purposes, must be deducted before entering 
the individual’s income. 

(c) Apart from this, the incomes of all individuals in the 
country, including interest on €k>vernment loans and 
pensions of ex-Government servants, should be entered 
gross, that is before payment of direct taxation 
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(includiiiff land revenue). The incomes of (iovernment 
servants should be entered inclusive of pension rights 
accruing during the year. To the total so reached 
should be added the undistributed pn/fits of companies 
and the* net profits of (jovernment enterprises. From 
the total so reached should be deducted the sum 
required to pay the interest on (lOvernment loans other 
than for productive enterprises, and the pensions of 
ex-(TOV(‘rnment servants, whether due at home or 
abroad. ' . 

(d) Rather oddly, receipts from customs and excise, stamp 
duties and local rates — that is all taxes which are of 
the nature ('•f business costs — must be added to the 
total so far nxK'hed, for the latter is the aggregate of 
e\chanf»e-\ allies accruiiif^ to producers, while the true 
national income, as calculated on the census-of-produc- 
tion method, is the aggregate of exchange-values 
accruing;* to consumers. Unless therefore this addition 
is mack , *Tliscn*pjincy will arise. 

The suggestions whit'h are made below’ relate to the estimate 
of the broader sec'tions of the tiftttional ini'ome ; the various 
adjuiitmcnts indicated above w’ould have their place in a final 
calculation. 

The authors do not recommend for India al present any estimate 
of walional w^ealth as a whole. There are two methods followed 
elsewhere, neither of Avhich is appropriate to India. 'I'he first is 
to capitalize the yield of all income-bearing property, including 
goodwill, 'assigning appropriate numbers of years’ purchase to the 
rent of land and houses, dividends, intere.st, etc. and sometimes to 
adcf estimates of properlv publicly owned such as docks, raihvays, 
Governmelit buildings, etc.* The second is to use the statistics of 
property passing at death, obtained at probate, etc., and with the 
help of life tables to deduce the total value of property. This 
procedure is impossible in India since there are virtually no taxes 
on inheritance. As. regards the first method there is certainly not 
enough information for the valuation of most of the important 
classes of individual property; and though the value of railways 
could be estimated, that of roads, of some irrigation works and of 
many other results of public expei>diture defies measureqient. 

Though they cannot expect to measure, with any precision that 
would justify the attempt, the total of we'alth, it may be possible 
to give some* indications of its change, by series relating to public 
expenditure on permanent work, to investment of new’ capital and 
to other expenditure of the nature of capital outlay. 
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The investigation proposed for the purpose of estimating the 
national income is primarily on the basis of production, but as in 
similar estimates in all countries a minor part depends on individual 
incomes. In India the proportion to be thus estimated is probably 
greater in the towns, but much smaller in the ^iggregate tljan in 
Western countries. Partly owing to difference in the nature of the 
products and partly because different methods of investigation arc 
necessary, rural income is distinguished from urban income. 

For rural income they advocate an estimate of the quantity and 
^aluc of all produre and Services arising from the land or rendered 
in the villages, by the method of intensive surveys in selected 
villages. i 

For urban income they recommend in the first instance surveys 
of the larger towns on the method which has been successfully 
followed elsewhere. This is based on a sample inquiry of the 
personnel and occupations of families, and an estimate of their 
incomes partly by personal statements, partly by investigation of 
wages and salaries current in the towns. For incomes over 
Rs. 1,000, or at least over Rs. 2,000, income-tax statistics can 
afford valuable help. 

They have recommended also an intermediate urban population 
census. These three inquiries would be supplemented by a census 
of production applied to factories using power, mines and some 
other industries. This would to a considerable extent overlap the 
urban survey and to a less extent the rural survey. But It of 
considerable importance in itself and is calculated to furnish a more 
accurate account of part of the whole field than the other surveys. 
It is believed that when all the materials are assembled, means can 
be found to eliminate duplication by estimating the part of the 
income included both in the urban or rural surveys and the census 
of production, or by other methods. 

It would remain to estimate, on the basis of population and of 
the results of the main surveys, the income of the smaller towns. 
Additional estimates may be needed for the tea plantations and 
any other special areas not included in the rural survey. 

All the investigations should be extended to the Indian States so 
far as they arc willing and able to co-operate. For areas not so 
included estimates will be necessary by the use of agricultural 
statistics. . 

These proposals will result in fairly precise estimates for large 
and definite sections of the income of the population and of the 
produce of the area of India. When these are established effort 
will be necessary to diminish the region of guesswork and to 
increase that of ascertained fact. 
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§14. (iii) Census of production. — The census of production 
would be imposed (as in Great Britain) by a special Act of the 
Central Legislature, making communication of the facts demanded 
compulsory. It* would be conducted by the Director of Statistics, 
the executive arrangements presumably being made through the 
Department of Industries and Labour. It appears to be* necessary 
to limit its scope, so far as English and American methods are 
followed, to the larger establishments; and the natural line which 
suggests itself is that drawn in the Factory Act, namely the employ- 
ment of tw’enty or more persons combined "with the use of mechanica^ 
•power. It would not seem desirable to extend it automatically to 
thos§ smaller establishments to which, for special reasons of no 
great statistical significance, provincial Governments have used their 
powers of extending the Factory Act. But on the one hand there 
may be some classes of small Avorkshop to which the census could 
advantageously be extended, while on the other there are certainly 
some large non-mechanical establishments, for example in building 
and constructing, brick-making and carpet manufacture, which 
ought to be brought Within its scope. So also should the railways 
and all establishments under the Mines Actt 

The average number of operatives employed in factories in 
Briti.^h India (excluding Burma) in 1932 was 1,330,000; though 
this forms only a .small proportion of persons engaged in industry, 
this group is of special importance in relation to export, and for 
this, and other reasons quite properh special attention has been 
given and should continue to be given to its study. It is to be 
remembered, however, that the progress of factory industry is to 
some •extent at the expense of cottage industry, and it is of the 
greatest importance to bring the two in statistical relation to each 
other. There seems to be no possibility at present of making any 
exact estimates. The execution of the proposed rural and urban 
surveys will provide some data ; accurate estimates of the crops of 
cotton, sugar and other agricultural products which are manufac- 
tured both in houses, etc., and in factories, are capable of giving 
more complete inforgiation. There is also a possibility of tabulating 
the census material relating to occupations in such a way as to show 
the whole numbers engaged in such occupations, so that when 
used in conjunction with the factory statistics some idea of the 
relative Importance of the two organizations of industry could be 
obtained. The 1931 census of population in fact shows, as might 
be expected, that the numbers engaged in industry in British India 
as a whole are very much greater than those accounted for by the 
factory statistics. (While there is no immediate possibility of com- 
paring the numbers in, or output of, factories with those in similar 

11 



i 62 


Indian Economics 


cottage industries, it may be possible to obtain some annual data 
which would show their relative growth or decrease, when the 
whole of the survey now suggested is complete.) 

A rural survey . — It is desired, as part of the survey of Indian 
income and resources, to obtain information in numerical forgi of 
the income (in cash or kind) derived from the land, and its 
distribution among owners, occupiers, labourers, etc. together with 
other items of village income. 

It is impracticable to make direct investigation into the circum- 
stances of eacli of the lidlf-million villages in British India in any 
reasonably short time, even if the expense could be met or a sufficient 
number of investigators found. It is, therefore, necessary to 
proceed by sampling.^ 

Althouj;,h financial exigencies do not permit immediate effect 
being given to all these recommendations which, it is estimated, 
will cost Rs. 30,00,000, it may be hoped that it will be possible 
in the near future to carry out a census of production which is 
essential for formulating correct economic policies. This hope has 
been strengthened by the recent (1Q37) appointment of Dr T. E. 
Gregory of the London' School of Economics as Economic Adviser 
to the Government of India. 

§15. Causes of Indian poverty. — The poverty of India is a Ijighly 
complex phenomenon and the factors accounting for it are varied 
and innumerable. We have already discussed the view that the 
poverty of the people is in the last analysis due to a defeQt of 
outlook on their part, caused by a religion which is unworldly 
beyond any other.* People in India, so runs the argument, are 
too spiritually minded to care sufficiently for the productioA and 
accumulation of wealth. They seek to achieve contentment, not by 
increasing standards of living and then by struggling to satisfy 
these standards, but rather by a rigid limitation of all desire. 
Rather than add more fuel, they prefer to take away as much of the 
fire as possible. Other alleged causes are contempt {or manual 
labour; the sufferance or even encouragement of thousands of 
parasites like the wandering fakirs and hairagifi who are a burden 
on the community; the cramping influen<ie of various religious 
prejudices and the existence of a number of anti-economic customs 
and traditions, such, for instance, as those which result in the with- 
drawal of a large number of women from all economic activities; 
unrestricted multiplication of numbers; various practices, like that 
of early marriage, which sap the physical vitality and, therefore, 

‘ Bowley and Robertson, op. cit. 

* See vol. I, ch, iv. 
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diminish the economic efficiency of the race; prevalence of diseases 
like malaria and hook-worm which have the same debilitating influ- 
ence; the love of litigation, which is supposed to cliaractcrize the 
Indian people, \vhose delight in scaring points, it is said, makes 
the court of law sueh a haunt for them, etc. The administration 
is also blamed as being in no small measure rcsponsi&le for the 
backwardness and the poverty of the country. The Government 
are accused of not having exerted themselves as much as they 
should have done to develop the economic resources of the country. 
, Particularly are they charged with having failed to take the 
•necessary steps to foster industrial development. Lastly, the theory 
of tjie ‘ drain * has served for many people as a sufficient explana- 
tion of Indian poverty. Some of these causes have already been 
dealt with in their appropriate places, and others like the ‘ drain * 
will be treated in the succeeding chapters. 

gi6. Some errors of consumption as aggravating causes of 
Indian poverty. — Whatever tends to reduce the productivity of the 
people must be regarded as a cause of poverty. But besides low 
production unwise corfsumplion may also act as a drag on economic 
progress. Intelligent consumption or ‘•rational destruction of 
utilities * requires ‘ reflection, intelligence and imagination Great 
wealth often breeds great wants, many of which are evil and un- 
wholesome and, like undiitiful children, eventually sink the wealth, 
from which they have sprung, down into poverty. But apart from 
th^ economic ruin which extravagant exp>enditure may bring on 
the possessors of great wealth, senseless expenditure on such 
luxuries as do not add anything to the fulness and richness of 
life Is also injurious to the community, because it diverts so much 
capital and labour from the production of necessaries. Nor are 
the rich alone guilty of harmful extravagance. In most countries 
the poorest classes are, by reason of their very poverty, the most 
reckless and extravagant. The opposite vice of niggardliness 
masquerading as thrift, characterizes some sections of the people, 
particularly members of the middle classes, and certain communities 
like the marwaris^ who often stint themselves and save where 
they ought to spend freely. It has been observed that regard for 
‘ a fuller life in the present for the earner and a greater tendency 
to leave the succeeding generation, provided that it is well trained 
and eqfhipped with personal capital, to look to its own welfare, [is] 
replacing the older view, which inculcated a slow accumulation of 

' cf. * To spend money well Is a harder task than to earn money well. In 
earning, the task is generally prescribed, but in spending, the spender takes the 
initiative. It is no longer passive obedience, but a good will that is required.*— 

^ J. S. Nicholson, Principles of Political Economy, vol. Ill, p. 436. 
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savings in order that the children might start with a better equip- 
ment of material capital \ ^ This attitude is partly due to a real 
change in the psychology of the people, one of the many significant 
results of the War. But it is probably also due ‘to some extent 
to the i^rcat rise in prices which took place after the War. The 
incomes of the midrlle classes did not rise in proportion to the 
rise in prices, and (oosequently the savings that they might have 
been able to make with economy and self-denial ceased to appear 
worth while owing to the reduced purchasing power of money. 
Indications are not wanting that a similar change, though on a 
smaller scale, is taking pku'e in India in the attitude of the middle ^ 
classes, whose standard of living has visibly risen during recent 
times. To some (‘xft'nt, this change ought to be welcome because 
real thrift often consists not in saving money but in spending it 
on an inc rease of well-being in the present, so as to make it 
promote well-being in the future. The unduly timid frugalities of 
some people as well as the reckless improvidence of others are 
alike censurable as impairing the economic strength of the nation. 
It is not possible here to deal in detail. wvith the problem of 
consumption in India in ell its aspects. There is, hoAvever, no doubt 
about the general truth of the contention that the evil of poverty 
in India, though mainlv due to low production, is further aggravated 
by ill-regulated consumption, and \vc propose to dwell here more 
particularly on one form of unwise consumption which has recently 
excited much attention. It is scarcely nec(‘ssary to point out tjiat 
there is a vital relation between physical efficiency and diet. As 
the German proverb has it, ‘A man is what he cats * (Man ist was 
er isst). The dietary adopted by people in most of the provinces 
in India has so far been controlled by local ^circumstances and 
depKinded on the kind of food that can be giown on the spot. The 
consequence of this has been that the staple . food of the people 
in some of the provinces is lacking in important nutrient substances. 
The dilTerenccs in the physical efficiency of Indian races^ such as 
the Sikhs, the Gurkhas, the Marathas, the Kanarese, the Bengalis 
and the Madrasis mav be chieflv attributed to the differences in 
their staple diet, and have now been * definitely correlated with 
differences in the biological value of foods which necessity, habit, 
or religious prejudice has forced them to use ’. The researches of 
Lt.-Col. R. McCarrison and others in malnutrition as a csruse of 
physical inefficiency and ill-health are very instructive and have 
shown the relative nutritional values of the national diets in India. 

‘ W. H. Coates on the * Report of the Committee on National Debt and 
Taxation’, Journal of the Royal Statistical Society (1927), Vol. XC, Part II, 

P- 356- 
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They point out that rice, which is the chief food of many people in 
India, especially in Madras and Beng-al, is fundamentally a poor diet, 
deficient in important organic sails, and one whicl] does not furnish 
the undefined constitlients of food called vitamins, \\hose importance 
has been revealed by modern investigations. The wheat- and 
meat-eating people like the Sikhs, Pathans* and Gurkhas have a 
much belter physique than the 1 ice-eating Bengalis and Madrasis. 
The addition of wheat, milk, butter, meat, etc. greatly improves 
the rice-eatcr’s diet, as in the case of the Marathas who take prin^ 
cipally millets, such as jawar /ind bajra, and sometimes wheat and 
also*milk. The daily use of unsuitable food insidiously undermines 
the constitution and this is a matter ot far greater importance than 
is commonly realized. The problem of malnutrition is distinct from 
the problem of poverty, because diet is not simply a matter of 
securing an adequate quantity of food, but of achieving a correct 
balance of the constituents for the maintenance of health and vigour. 
As the Agricultural Commission point out, malnutrition and 
starvation are not the** same. * Actually, a person sutTcrlng from 
malnutrition may be consuming more than* his system can utilize, 
and more than he would normalh consume if the^diet were properly 
constiitutcd. Deficiency diseases result from the absence of some 
essential elements in the diet. Their occurrence is, therefore, no 
indication of poverty/ and consequent scarcity of food. A dietary 
conducing to malnutrition may cost more than a well-balanced 
dietary wliich promotes health.’^ 

Widespread propaganda on the basis of authoritative investiga- 
tions ougtit to be useful in enlightening people as to how better 
value could be got from properly selected food in terms of physical 
well-being ^^ithout involving additional expenditure. The * eastern 
drowsines*s * and list1tssnes*s which characterize the Indian labourer 
are often largely due to the factor of food, which is not only in- 
sufficient l^it also unbalanced, and it is with the latter aspect that 
we are just now concerned. About twenty-five years ago investiga- 
tions into the jail dietaries of Bengal and the United Provinces were 
made by Col. McCay, which showed that diet is an all-important 
factor, influencing physical development and the general well-being 


* Dr Slater rails attention to the fart that * in some rrspertS the ris#* in 
the standard of living has brought physical disadvantage. Thus for example, 
rice-mills have multiplied, saving housewives the laborious toil — but perhaps 
healthful exercise — of husking the paddy by pounding; but also robbing the rice 
of much of its nutritive value, the vitamins in the outermost layer of the grain 
being removed with the husk by the machinery.* — Introductory note to Filial, 
op. cit., p. xiv. 

* Agficultural Commission Report ^ pp. 494-5. 
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of the people. He considered that the inferior physique and vigour 
of the Bengali was most probably due to deficiency of protein in 
his diet, ‘ while^ the inclusion of wheat in gradually increasing 
proportions as one passes north from Bihar "and Orissa an<^, the 
Unfted Provinces to the Punjab, has led to a marked physical change 
in the population - The improvement in communications and 
transport ought to help in remedying the deficiencies in the diet of a 
particular province by the importation of the requisite food-stuffs 
^from other provinces. All this, however, assumes a change in the 
nature of the demand for food-stuffs on the part of the people 
concerned, and this is a question of education and enlightenment on 
dietetic matters. Col. McCarrisoii’s researches at Coonoor, and 
the publicity which they have received at the hands of the Royal 
Agricultural Commission, have aroused considerable interest in the 
country on the question of evolving a scientific diet 'suited to the 
different climatic conditions in the country and the different 
occupations pursued by the people. One of the measures suggested 
by the Agricultural Commission for bringing^ about an improvement 
in the general health oV the people is the development and conser- 
vation of the fish resources of the country — a task in which they 
invite the Government, Local Boards and the rural community in 
general to participate in an active manner, since the addition of 
fish offers the best chance of enriching the diet of a primarily 
rice-eating people.^ Large sections of the people have no religious 
or other objections to the consumption of fish and full advantage 
should be taken of this fact. 

Recently the growing habit of lea-drinking has been causing 
some uneasiness to dietetic reformers. The habit is especially pre- 
valent in the Presidency of Bombay. There was a time whelh it 
was a fashion on the part of writers and reformers even in England 
to decry what was called ‘the vice of tea-drinking*, and declamations 
against ‘tea-bibbers* were common.* But the working classes there 
hayc persisted in its use in spite of all opposition and declamation 
until tea has become an important item among their necessaries of 
life. Public opinion with regard to tea-drinking has also taken a 

* Ajijricultural Commission Report, p. 493. 

* ibid., pp. 411-17. The Commission also suggest that a Central Institute 
of Human Nutrition should be established, with which the research, also to 
be organized by the Provincial Governments, should be co-ordinated. They 
further recommend a clo.ser collaboration between research on animal nutrition 
and that on human nutrition, and also between all these investigations in 
India with similar investigations in other parts of the Empire. ‘ The problems 
are so vast that all the staff and material available should be mobilized to 
assist in their solution.' 

* Helen Bosanquet, The Standard of Life, p. 30. 
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right-about turn, and tea-sipping instead of being regarded as a vice 
has now come to be ‘ a sign of domesticity and temperance *. Tea- 
drinking is generally advocated as a substitute and remedy for 
drunkenness. Another novel advocacy of tea is to be found in Dr 
Slater’s Some SoUth Indian Villages (p. 232), where he remarks' that 
the Indian peasant is very poor in one particular commodity, which 
he does not properly appreciate, and that is good drink. ‘ The great 
mass of people drink filthy water, water drawn from rivers and 
irrigation channels and containing every kind of impurity, and from 
• stagnant tanks which are also little better guarded.’ Dr Slatdr 
believes that ‘ one of the greatest benefits which could be conferred 
upon India at the present time would be to popularize the use of tea, 
the cheapest of all boiled-water drinks *. And he commends the 
efforts made by the managers of the Buckingham and Carnatic Mills 
in Madras to popularize tea in the schools, for half-timers and 
children of mill-hands. But the uses of tea as avoiding the dangers 
of drinking impure water may be regarded as problematic, because 
these dangers are not eliminated so long as some water at least 
continues to be used for dunking purposes not to speak of the 
evils of tea-drinking itself. The more effective way would be to 
ensure the supply of pure water. Indeed, as offering an alternative 
to alcohol, teashops must undoubtedly be regarded as a boon. At 
the same time there can be no doubt that excessive tea-drinking is 
hjy-mful to the constitution in a hot climate, specially when inferior 
brands are used, as in most teashops in India. Some steps seem 
to be necessafy in order to ensure that reasonably good tea is sold 
in these# teashops, instead of the vile decoction generally served, 
though after all the most effective remedy would be an improvement 
ii>the taste of the people themselves. Foi the rest, we have already 
admitted that teashops have a distinct role to perform in the task 
of checking the growing evil of drunkenness and at the same time 
providing a comparatively harmless stimulant, the need for which, 
in the case of people who have to undergo exhausting physical 
labour, cannot be ignored.^ 


' Coffee-drinking, which is widespread in South India, gives rise to similar 
reflections. Expenditure on alcoholic drinks and the policy to be pursued with 
regard •to it will be referred to later (see ch. xi). Other well-known instances 
of misdirected consumption which will readily occur to the student of Indian 
Economics are the unduly heavy expenditure on marriages, funerals, and gold 
and silver ornaments (see ch. x, §64). 



CHAPTER V 


TRANSPORT 

§1. Importance of transport. — The importance of transport from 
the economic, military, »T(lministrativc, cultural, and sorial points of 
view is hardly in need of special emphasis. Throug-hout the whole 
history of India difl’iciilties of communication have been a pre- 
dominant factor in determining political and economic development. 
These difficulties have been lemoved in modern times to a certain 
extent by railway, telegraph, motor, and other forms of transport. 
But they still constitute a gicat obstacle to the advance of modern 
industry. The expenditure involved in cc^uipping the country with 
an up-to-date system of transport at all adequate to its require- 
ments would be enoimous. India is a subcontinent, the distances 
to be traversed are tremendous and the natural obstacles to be 
overcome in passing firto one region to another are formidable, 
while even within a restricted area, internal communication often 
breaks down altogether in the lainy season. Again, India is dess 
fortunate than other countries, like England, in respect of water- 
ways, W’hich historically have played a very important part in 
facilitating commerce in manv countries, especially before ITie 
advent of railways. 

The means of communication in India weie comparatively very 
defective till as late as the middle of the nineteenth century, and 
were reminiscent of England in the middle of the eighteenth century, 
though, owing to the more favourable climatic conditions, the roads 
were better in India than in England. * The railways oT course 
had yet to come, and the few tiunk roads constructed by Indian 
rulers, especially in northern India bv the Moguls, were thoroughly 
inadequate even for the very moderate needs of the country in 
those days.^ Many of the so-called roads were mere tracks cut by 
village carts across the face of the country, and wheeled traffic 
W’as for the most part impossible during the rainy season. Pack 
animals led by caravans or lahans were the only means of access 
to many parts of the interior. Moreover, the roads were unsafe, 
being infested by highwaymen like the Thugs and the Pindharis. 
There were no navigable canals to speak of, though a few regions 
such as those along the Ganges and the Indus — which w^ere then 
great natural highways of commerce — and the coastal districts were 

* See W. H. Moreinnd, India at the Death of Ahhar^ pp. 166-7. 
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more fortunately situated in this respect than others. On the 
whole, the state of communications in northern India with its 
vast plains easily traversable in the dry season, its navigable rivers 
and a few ‘ made * roads, was much more satisfactory than in 
the peninsula with its rugged mountainous territory and poor 
facilities for water transport except on the 'two coasts. 

We have already discussed the economic and social effects of 
the imperfect means of communication and dwelt on the isolation 
and the self-sufficiency of the village ahd the prevalence of locjl 
economy with all its attendant handicaps in respect of markets and 
division of labour; the immobility of labour and the conservatism 
of the people; and the violent dislocation of the otherwise smooth 
routine of economic life in times of scarcity and famine.^ A 
veritable economic and social revolution has, how’cver, been wrought 
by the modern improrvements in communication and transport 
dating from the time of Lord Dalhousic, who initiated a vigorous 
public works policy. In this chapter we shall give a short account 
of the various cffort!>. made in this connexion. 

We may for the sake of convenient t refitment divide the subject 
into its three main sub-divisions: (i) railways — ^at present the most 
impprtant part of India's system of communications; (ii) roads; 
and (iii) waterways.’ 


^ Railways 

§2. Diversity of relations between the State and the railways.’— 

A special feature of the Indian raihvay system is the diversity of 
relations* between the State and the raihvays in respect of 
ownership and control. Of the important lines situated in British 
India, or in which the Government of India are interested, four 
are owndd and w’orked bj^ the Slate (the North-Western Railway, 
Eastern Bengal Railway, East Indian Railway, with which has 
been amalgamated the Oudh and Rohilkund Raihvay from i 
July 1929, and the Great Indian Peninsula Railway*'; five are 
owned by the State but worked on its behalf by companies enjoying 
a guarantee of interest from the Government (the Bombay, Baroda 
and Central India, Madras and Southern Mahratta, Assam-Bengal, 
Bengal-Nagpur, and South Indian railways) ; tw^o important lines 

' .See vol. I, ch. v. 

’ In recent years air transport has assumed a now importance and bids 
fair to further revolutionize the transport economy of the countin’. 

■ See Report on Indian Railways (1936-7), vol. I, Appendix R. 

* The Burma Railways were separated from the Indian State Railways 
with effect from i April 1037 following the separation of Burma from British 
India. 
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(the Bengal and North-Western and Rohilkund and Kumaon) and 
many others of less importance are the property of private 
companies, some being worked by the owning companies, some 
by the State or by the companies that work State-owned systems; 
several minor lines arc the property of the District Boards or enjoy 
a guarantee of interest granted by such Boards. There are also 
certain Indian State lines like the H. E. H. The Nizam’s State 
Railway (which before 1930 w^as the property of a company and 
was known as the Nizam’s Guaranteed State Railway). Of the 
total route mileage of Indian railways amounting to 43,128 miles 
on 31 March 1937, the State owned 31,729 miles or about 74 -per 
cent, and directly managed 19,142 miles or about 44 per cent of 
the total mileage open at the end of the year. 

§3. Main periods of railway history. — It is necessary to review 
the history of Indian railways and the many changes in* Government 
railway policy in Ihe course of it, in order to understand this 
perplexing diversity of conditions in regard to the agency by which 
the railways are managed and of the relations of the Government 
with the various classes’" of companies. 

Six more or less well-defined periods in the history of Indian 
railways may be distinguished: (i) 1844-69: the old guara/itee 
system; (ii) 1869-79: State constructioti and management; (iii) 
1879-1900: the new guarantee system; (iv) 1900-14: rapid ex- 
tension and development, and commencement of railway profits; 
(v) T914-21 : breakdown of the railway system under the stress 
of War conditions; and (vi) 1921 onwards: the Acworth Committee 
and the overhauling of railway policy on the basis of direct 
management and control by the State. 

§4. The old guarantee system ( 1844 - 69 ). — ^The first proposals 
for the construction of railways were rrtade in 1844 and‘ contem- 
plated the construction of lines by railway companies incorporated 
in England and enjoying a guarantee by the East India <rCompany 
of a specified return. Accordingly, contracts were made for the 
construction of two small railway lines near Calcutta and Bombay 
with the East Indian, Railway Company and the Great Indian 
Peninsula Railway Company respectively. But the plan of entrust- 
ing the construction and management of Indian railways to 
guaranteed companies did not come to be generally adopted till 
after 1854. It was Lord Dalhousie’s famous Minute on the subject 
m 1S53, that gave a decisiv’^e turn to the Government policy in 
this direction. In this Minute, Lord Dalhousie urged the creation 
of a system of trunk lines connecting the interior of each 
Presidency with its principal port and connecting the different 
Presidencies with one another. He referred in the following terms 
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to the benefits which he expected from railways both to India and 
Eng-land; ‘Great tracts are teeming with produce they cannot 
dispose of. Others are scantily bearing what , they would carry 
in abundance if ofily it could be conveyed whither it is needed. 
England is calling aloud for the cotton which India docs already 
produce in some degree, and would produce sufficient in quality 
and plentiful in quantity if o»ily there were provided the fitting 
means of conveyance for it from distant plains to the several ports 
adapted for its shipment. Every increase of facilities for trajie 
has been attended, as we ^lavc seen, with an increased demand 
for* articles of European produce in the most distant markets of 
India. Ships from every part of the world crowd our ports in 
search of produce which we have or could obtain in the interior, 
but which at present we cannot profitably fetch to them, and 
new markets are opening to us on this side of the globe under 
circumstances which defy Ihe foresight of the wisest to estimate 
their probable value or calculate their future extent.' He explained 
his reasons for preferring the agency of companies, under the 
supervision and control of the Governme'nt, to direct construction 
by the Government. Not that he had any c^oubts regarding the 
capacity of State engineers, but he thought that the conduct of 
commercial undertakings did not fall within the proper functions of 
the Government, especially in India, where it was necessary to 
dpscourage the people’s habit of dependence on the Government for 
everything. ^One of the results which Lord Dalhousie contemplated 
with satisfaction from rapid railway construction by British 
companies was a more extensive employment of English capital 
and enterprise in Indian trade and manufactures. 

* In accordance with Dalhousie’ s plan, contracts were entered 
into with eight companies between 1854 and t86o for constructing 
and managing railways in different parts of India. A fresh stimulus 
to railway construction was given by the experience during the 
Mutiny period, when movements of troops and material were 
seriously impeded owing to defective transport. The main features 
of the contracts with the early guaranteed companies were as 
follows : — fi) free grant of land ; (ii) a guaranteed rate of interest, 
ranging from 4J to 5 per cent and payable at 22d. per rupee; 
(iii) utilization of half the surplus profits earned by the companies 
to repay the Government any sums by which they might have 
had previously to make good the guarantee of interest, the remainder 
belonging to the shareholders; (iv) reservation of certain powers 
of supervision and control by the Government in practically all 
matters of importance except the choice of staff; and (v) option to 
the Government to purchase the lines after twenty-five or . fifty 



172 


Indian Economics 


years on terms calculated to be the equivalent of the companies^ 
interest therein. 

This system, howcvei, pioved to be a great ^ drain on the 
resoiuccs of the State and a burden on the taxpfayer in India. For 
the companies were unable to earn their five per cent and called 
upon the Government to make good the deficiency. The deficit in 
the railway budget amounted to Rs. 1,66,50,000 by 1869. This 
was attributed by sc\cral critics like Lord Lawrence, who in his 
^^iriute in 1S67 had strongly condemned the guarantee system, to 
the extravagance of the companies who had no incentive for economy 
of const! uclion under the guarantee system.^ The Acworth Railway 
Committee, however, have expressed the opinion that the formation 
of Englisli-ciomiciled companies Avas the only wdse course for the 
time, in view of the uigent need for railways in India, and the 
shyness of Indian capital making it necessary to offer special 
attractions to British capital for this purpose. However, others 
have questioned the wisdom of this policy and denied that English 
capital could have been attracted only by the inducement of a 
guaranteed rate of profits. For example, it was put in evidence 
before the Parliamci;itary Committee of 1872 by William Thornton 
that unguaranteed capital would have gone into India for .the 
construction of railways, had it not been for the guarantee. 
England had an immense amount of capital which had no scope 
for remunerative imestment at home, and w^hich, therefore, wvis 
seeking outlets in South America and other countries, and it was 
not conceivable tliat it would pc'rsistently have neglected India.* 
It also remains an unproven assumption that the rate of ‘interest 
that was actualK guaranteed was in point of fact necessary. 
There are good grounds for believing that British capital arid 
enterprise could have been tapped by the* offer' of an appreciably 
lower rale, having regard to the then prevailing easy conditions 
of borrowing in (he English money-market. This contention is 
strengthened by the later experience of the Government when 
thev w'erc, w ithout much difficulty, able to enter into contracts under 
the revised guarantee system on terms much less favourable to the 
companies hi respect of the guaranteed rate of interest and other 
concessions. Apart from the loss to the country due to unneces- 
sarily liberal .terms granted to the companies, we may also point 
out that while the Government showed their active interest in the 
promotion of railways, they did not exert themselves to build up 
any of the industries required to supply the materials demanded 
by the railways and this made them all the more expensive. 

* See R. Dutt, The Kconomic History of India in the Victorian Age, pp. 355-6. 

* ibid., p. 390. 
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§5. State construction and management ( 1869 - 79 ). — Being dis- 
satisfied with the financial results of the old guarantee system, the 
Government made an unsuccessful attempt during 1862-4 secure 
the construct ioti of railways in India on terms more favourable to 
themselves than these in the contracts with the original companies. 
An annual subsidy at a certain rate per mile of line, stead* of a 

guarantee, was granted to a few companies, like the Indian Bianch 
Railway Company, which later changed its name to the Oudh and 
Rohilkund Company. The Government of India were not piepared 
to continue the old guarantee system, thcii objections being the 
extravagance of the companies, the absence of effeelive Govern- 
ment control over them, the inconvenience to the Gervernment of a 
guaranteed rate of intetest on the capital of the companies and the 
remoteness of the piospect of securing a share of the surplus profits 
to themselves. Two important changes were consequently made. 
In the case of some of the more important railway companies, 
like the Great Indian Peninsula, the arrangements regarding the 
distribution of surplus profits were alter ed so as to enable the 
Government to claim half the surplus orofits for each half-year 
unconditionally, the Government relinquishing their right to purchase 
the lines at the end of the first t\A^ent\-fi\e \ears from the dates 
of the respective contracts. An even more important change in 
policv — remarkable for the sixties A^hen laissez-faire ideas held the 
field — occurred when the SeeretarA of State decided that, so far 
as capital for new lines in India AAas concerned, the State should 
secure for itself the full benefit of its OAvn credit and of the cheaper 
methods of construction, etc. AA^hich it Avas expected it Avould be 
able to use. Accordingly, for scveial Aeais after 1869, the capital 
expenditure was chiefly incurred direct by the Go^ernment, and 
no* fresh contracts with guaranteed companies AA^re made. It Avas 
decided ^o borrow qnnually amounts up to tAAo million pounds for 
constructing lines to be managed by the State, and a ncAv cheaper 
gauge, namely the metre gauge, Avas adopted. A vigorous pro- 
gramme of railway construction then folloAved Avith satisfactory 
results so far as the costs were concerned. But the main difficulty 
Avas in respect of continuous and adequate provision of funds. In 
the first place, the Sind and the Punjab lines (later knoAvn as the 
North-Western) had to be converted from metre to broad gauge 
for strategic reasons. In the second place, the financial difficulties 
of the Government were increased by the inroads whicfi the falling 
rupee was making on the exchequer, and also by the famines 
between 1874 and 1879. These difficulties were aggravated bv the 
Frontier War with Afghanistan. Moreover, the Famine Commission 
Df 1880 held that 5,000 additional miles of railway were urgently 
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needed and that the country could not be held safe from famines 
until the Indian railway mileage had aggregated to 20 , 000 . The 
Government were thus forced to the conclusion that the State alone 
could not find sufficient funds for pushing ahead with railway con- 
struction as fast as the Famine Commission recommended, and 
decided aghin to take the help of capital borrowed by private 
companies, especially because it was then thought that a limit was 
necessary to the capital borrowed annually by the Government. 

§ 6 . The new guarantee system (1879-1900). — Thus by the early 
eighties the current of thought in favour of State management had 
spent its main force, and a new period in railway history was 
usheied in when the Government decided again to utilize the agency 
of guaranteed companies with certain modifications of the old terms 
as recommended by the Famine Commission, and contracts were 
made with the new guaranteed companies, such as the Bengal- 
Nagpur, and tiu* Madras and Southern Mahratta railway companies. 
The chief difl'erentiating features of the new guarantee system were 
as follows: — (i) the lines constructed by the companies were 
declared to be the property of the Secretary of State for India, who 
had the right to determine the contracts at the end of approximately 
twenty-five years after their respective dates, or at subsequent inter- 
vals of ten years, on repaying at par the capital provided by^ the 
companies; (ii) interest was guaranteed on the capital raised by the 
companies at a lower rate, the most usual rate being 3 J per cent; 
(iii) the Government retained a much larger share (usually tbi;ee- 
fifths) of the surplus profits for their own benefit. 

Thus the lines constructed under the new system by the compa- 
nies were from the beginning the property of the Government, 
though the companies were given a certain guaranteed rate of 
interest on the portion of the capital raised by them and were 
allowed to manage the lines when completed. 

Similarly, when the contracts with the old guarantee companies 
expired, the Government in most cases exercised their^ right of 
terminating them, though the method of making use of this right 
differed in different cases. In some cases, for example the Eastern 
Bengal, the Oudh and Rohilkund and the Sind-Punjab railways, 
the lines were purchased and transferred to State management. 
In other cases, like the East Indian and the Great Indian Peninsula, 
the lines were acquired by the State, but were handed over again 
for management to the same companies under revised contracts. 
So also, when the contracts with the new guarantee companies 
expired, though arrangements were made for the continuance of 
management by the original companies, the Government secured 
more favourable financial conditions by various methods, such as 



Transport 


» 7 S 


reduction in the companies* share of capital and in the rate of 
interest guaranteed, and further modification of the clauses relating 
to the division of surplus profits. 

§7. The present position. — ^The existing arrangements between 
the Government and the guaranteed companies may be conveniently 
summed up at this stage. The State has now come to tic the owner 
of the bulk of the trunk lines. The greater part of the capital has 
become its properly, either through having been originally supplied 
by it or through the acquisition by the Government of the com- 
panies’ interests on the termination of the old contracts. The capital 
originally contributed by the companies has thus come to be only 
a ^mall proportion of the total cost of the existing system. When 
funds are required for further capital expenditure the Government 
have the option of either themselves providing them or of calling 
on the companies to do so. The management of the railways, 
except in a few cases, ^ has been left to the companies, though they 
are subject to Government control, exercised, since 1905, through 
the Railway Board created in that year, with regard to matters 
like the standard of repairs, rolling stock, public safety, co-ordina- 
tion of the railway systems, train services, rates and fares, etc. 
The Government have also the power of appointing a Government 
Director to the boards of the companies. All these contracts 
(except one fixed for a term of twenty-five years) are terminable 
at the option of the Secretary of State at specified dates on 
payment of the companies* capital at par. The last of these 
contracts to expire will be the one with the Bengal-Nagpur Railway, 
which terminates in 1950. 

§8. ' Branch line companies. — Other types of railway companies 
also came into existence in this period. Indian States were invited 
to undertake railway construction in their own territories, and 
Hyderabad State was the first to do so, by extending a guarantee 
to the State railway formed for the purpose. In this way nearly 
5,000 miles have been constructed by Indian States who own the 
bulk of these lines. An attempt was also made to encoOrage the 
construction of f.eeder lines by branch line companies, who were 
offered, in 1893, rebales on gross earnings of the traffic interchanged 
with the main lines, so that the dividend might rise to four per cent. 
These rebate terms being found unattractive had to be revised from 
time to time so as to provide for an absolute guarantee, with a share 
of surplus profits or a more favourable rebate, so as to meet the 
requirements of the market. Under these terms a number of branch 
line companies were formed. But on the whole, this system has 

* The recent transfer of some of the railways to State management marks 
the beginning of a new policy to be described later. 
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not worked m<c 11 financially, and was adversely criticized by the 
Acworth Committee, who described it as a fifth wheel in the coach. 
While admitting that it enabled lines to be built which otherwise 
could not have been built, the Committee recommended that the 
Government should abandon the old policy by reducing the njumber 
of the existing bianch line companies by amalgamation, and should 
undertake the construcliion of such lines themselves, except when 
they could not or would not provide adequate funds — a contingency 
which did not then seem likely. In conformity with these recom- 
mendations the Govcrnmeiiit decided in 1925 to find the necessary 
capital themselves for the construction of branch and feeder lines. 
They have also expressed their willingness to construct such lines 
for purely local or administrative convenience upon a guarantee to 
the Raiuvay Board against loss by the Local Government or local 
authoril'cs concerned. 

§Q. Rapid extension and development of railways and com- 
mencement of railway profits, 1900-14. — The main features of this 
period were the rapid development of railways as part of a new and 
much more vigorous policy of national development affecting almost 
every branch of economic ilife. The railways attained to the dignity 
of a separate department in 1Q05, when the Railway Branch of the 
Public Works Department >\as abolished, and a Railway Board 
consisting of a ptesident anti two members was established at the 
head of the railway system under the Department of Commerce and 
Industry. A fresh impetus was given in 1908, when the Mackay 
Committee on Railway Finance laid down for the future a standard 
of 1 2,500,000 as the annual programme for capital expenditure 
on railways, though it was to be subject to periodical sevisibn. 
Although the Government were neither able to attain the standard 
recommended by the Mackay Committee nor allowed to adhere over 
a series of years to any uniform rate, they, spent sums considerably 
larger than had been the case in previous years. The railway 
mileage in this period increased from 24,752 in 1900 t^ 341656 
in 1913-14, and the capital outlay, from Rs. 329*53 crores to 
Rs. 495*09 crores. 

Another notable characteristic of this period was the commence- 
ment of raibvay profits in 1900. The unprofitable character of 
railways approximately till that date was due to uneconomical con- 
struction and management by the old guarantee companies, the 
construction of unremunerative strategic lines, like the North- 
Western Railway, and those constructed for the purpose of famine 
relief, and the absence of traffic to make a success of this new 
means of transport, which could not at once quite fit ill with the 
existing economic organization of the country. The losses to the 
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State during the first forty years of the existence of the railways 
amounted to Rs. 58 crores. After that the railways beg'an to 
yield a net return to the State on the capital outlay at charge, 
thanks to the general economic development of* the country, and 
especially of the. Punjab and Sind under their irrigation works — 
which have enabled even the Frontier Railway, for a long time 
regarded as the Cinderella of Indian railways, to pay its way — 
and the renewal of the original contracts wnth the guaranteed 
companies under terms more favourable^ to the Government. The 
gain to the Slate was small for the first ten years after 1900, ^bflt 
by 1924 the total gain had aggregated to Rs. 103 crores. Rail- 
way profits, how^ever, are subject to remarkable variation from 
}ear to \ear, depending as they do on the agricultural position 
and the course of the internal and external trade of the country. 
The adoption of the recommendations of the Acworth Committee, 
and the retrenchment carried out as suggested by the Inchcape 
Committee (1922-3), placed Indian railways in a sounder financial 
position than before. On the capital a1 charge of the State, the 
gross profits (gross receipt^ minus w'oiking expenses) have varied 
as follows during recent years. 


* Year ^ 

1 

Pei cent ago 

1 

Ycai 

Pertentage 


5 01 

1928-0 

5-22 

1916-17 

0 * 4 () 

1929-30 

4 -l>S 

iqi8-I0 

7 -S 3 

1930-1 

3 - 4 b* 

1921-2 * 

2-64 

1031-2 

30 

. 1922-3 

4-38 

1932-3 

2-0 

J 92 .f -4 

S --24 

* 933-4 

3 * 

19^4-5 

5-85 

* 934-5 

3'4 

1925-6 

5*31 

* 935-6 

3*5 

• 192^7 

4*95 

*936-7 

4 -* 

1927-8 

5 V 3 




The Retrenchment Committee laid down that a five and a half 
per cent net return on the capital outlay should be aimed at by 
the railways. Rdgai;iding the railway profits declared by the 
Government, Mr Chandrika Prasad observes: ‘ In declaring surplus 
profits on the railways, especially during recent years, the ordinary 
commercial principle of allowing for depreciation on stock has not 
been applied.* He contends that the profits declared must be 
subjected to considerable discount on this account. This position 

^ Owing mainly to the adverse effects of the trade depression the railways 
sustained heavy net losses after paying interest charges from 1930-1 to 1936-7 
(both years inclusive). For further particulars see §15 below. 
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was upheld by the Acworth Committee, who strongly recommended 
that each railway should make adequate provision annually for the 
maintenance and the renewal of its permanent way and rolling 
stock. The question of the financial results of the working of 
railways isf further dealt with in 14-17 below. 

§ 10 . Breakdown of the railway system (1914-21). — This period 
is characterized by the utter breakdown and rapid deterioration of 
the railways, partly because erf the strain to which they were 
subjected by the necessity of having to provide for the large 
movements of troops and materials at a time when a part of the 
rolling stock, staff, etc. was requi'rcd for the construction and 
working of the military railways in Mesopotamia and other theatres 
of war, and partly because of the general financial embarrassment 
of the Government, who were compelled seriously to curtail the 
annual programme of capital expenditure on railways. To add to 
all this, it was extremely difficult to obtain any railway material 
from England during this period. Not only had the fresh extension 
of railways to be practically held up but even the existing lines 
could not be maintained in good condition. The Acworth Committee 
give in the following terms a picture of the breakdown of the 
railway system under the stress of War conditions : ‘ There are 
scores of bridges with girders unfit to carry train loads up to 
modern requirements; there are many miles of rails, hundreds of 
engines, and thousands of wagons, whose rightful date for renewal 
is long overpast.* It is no matter for surprise, therefore, that loud 
complaints were made by the public and the trading community 
about the great inconvenience to passenger and goods trjiffic. 
Public opinion was becoming steadily hostile to the management 
of the bulk of the State railways by English domiciled companies 
and demanded that the State should take over the management 
wherever possible. 

§ 11 . The Acworth Committee and after. — It was also being 
increasingly realized that the Railway Board, as it was c6nstituted, 
was not able to take the initiative in laying down railway policy 
and failed to exercise effective control over tjie Vailway administra- 
tion, especially in reg-ard to fares and rates, being overloaded with 
routine, trammelled by unnecessary restrictions and handicapped by 
its ignorance of local conditions and inadequate provision fqr tech- 
nical and inspecting staff. So also the need for a fresh lead was 
felt in respect of the. future policy of railway finance. All these 
questions were, therefore, referred to a special committee appointed 
in. November 1920 , and presided over by a railway .expert from 
England, the late Sir William Acworth. The immediate cause of 
the appointment of the committee^ however, was the question ^s 
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to the action to be taken in connexion with the East Indian Rail-^ 
way, State-ow'ned but managed by the East Indian Railway Com- 
pany, whose contract with the Government was terminable in 
December 1919. As a temporary measure the old contract was 
extended to the ^id of 1924, and the general questions jirising«out 
of the discussion regarding the respective merits and demerits of 
various possible systems of management were referred to the 
Acw’orth Committee. After a comprehensive inquiry the Committee 
issued their Report in the following year, embodying their findings 
^on several questions of importance which we sJiall now’ proceed t^ 
review. We shall, however^ first deal with the State versus 
company management controversy. 

§12. Case for State management in India. — On theoretical 
grounds the case against railway management by the State may 
be conceded to be overwhelmingly strong. ‘ But w^hen we come to 
consider, with reference to any particular country, whether it ought 
to adopt company or State management, simple appeal to theor\ 
is of little use. Actually, historical causes rather than theoretical 
considerations have determined any particular system in operation, 
and different countries are prospering more or less under different 
systems. In India, the presumption is in favouc of the Continental 
principle that whatever can be done by the Government should be 
thus done, rather than the Anglo-Saxon principle, that whatever can 
be done w’ithout the Government should be thus done. The 
Government undertake railway business for various reasons, either 
political, or in, order to make up for the Jack^UT^rivate enterprise, 
or i^ain, in order to secure for the people cTieaper rates, belter 
facilities and more impartial treatment of t he vaj dous interests. All 
these reasons have been more or le ss powe i:ful in India in strength- 
ening the case for State management. Moreover, company 
management in the ’true sense of the word is impracticable in this 
country, and, therefore, as the Majority Report of the Acworth 
Committdt points out, the whole reference to foreign countries and 
the relatively greater success achieved by company management 
elsewhere is irrelev^ant^ State ownership already exists for the most 
part in this country and also direct State management to some 
extent, as in the case of the North-Western Railway and Eastern 
Bengal^ Railway, to w'hich have been added recently the East 
Indian (1924), the Great Indian Peninsula (1925) and, the Burma 
Railttfays (1929). Most of the State-owned railways were, however, 
managed until lately by companies with a London domicile, and 
even today nearly forty per cent of the Sta te-owned railw ays ^r e 


* Consult on this subject W. M- Acwortli, State Jtailway Ownership. 
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managed by companies. But the opinion that the management of 
all the railways should be taken over by the State is gaining steadily 
in strength and vehemence. It has been supported by the Majority 
of the Acworth Committee and non-official Indian public opinion 
generally, c There is a general consensus of opinion that, fn any 
case, management by companies, at least in the present form — that 
is to say, by companies with a London domicile — has got to go. 
The Acworth Committee, however, were divided as to whether the 
alternative should be State management, or management by 
•ompanies with an Indian domicile. The majority, headed by Sir 
William Acworth the Chairman, pronounced definitely in favour of 
the former alternative. The case for State management in India 
may be put as follows.^ 

Though a company investing its o^\n money, managing its own 
property and judging its officials by their success in producing 
results in the shape of dividends usually conducts business with 
more enterprise, economy and flexibility than are common in busi- 
nesses directly managed by the State, the Knglish companies manag- 
ing State Railways in India have long ceased to be companies 
in this sense. The property entrusted to their management is not 
their own and thciri financial stake in it is comparatively very small.* 
Such a system has never worked satisfactorily in the past and ^can- 
not be made to do so in the future. The management is only 
nominally entrusted to the companies, for the Government, feeling 
themselves to be the real owners, have left really no initiative in the 
hands of the companies. The Government Director^ sitting on the 
home board has the power of vetoing any decision of his colleagues. 
The railway receipts are required to be paid in their entirety into the 
Government treasury, and money required for revenue expenditure 
can be drawn only subject to restrictions prescribed by the Govern- 
ment and not necessarily to the extent desired by the company. 
Important matters like the creation of appointments, etc. are largely 
controlled by the Government. Thus the companies candot and do 

' cf. Acworth Committee Report^ pars. 210-J9. c ** 

* In this connexion, lj;te following figures will be found interesting. The 

total capital outlay at charge on all railways, including those under construc- 
tion, amounted to Rs. 880*13 crores at the end of March 1937. Out of this, 
Rs. 789*03 crores was capital at charge on State-owned railways, including 
premia paid In the purchase of companies’ lines. The remainder, Rs. 91*10 
crores, represented capital raised by Indian States, companies and District 
Boards. By far the greater portion of this amount, namely Rs. 751*63 crores, 
is Government capital and only one-twentieth, or Rs. 37*39 crores, is owned 
by companies. The figures include Rs. 33*80 crores on account of capital 

expenditure to the end of March 1937 on strategic lines. See Report on 

Mian Railways (i 93 ^ 7 )» vol. I, par. 35. 
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not manage the undertaking, and cannot break new ground in any 
direction except with the sanction of the Government. The Govern- 
ment do not foel an obligation to take any initiative themselves. 
Nor can they stir lyj the companies, if the latter are supine. In 
short, it is a system under which a progressive company is 
hampered by meticulous Government control over every detail of 
expenditure, and under which, on the other hand, the utmost 
wisdom on the part of the Government is not able to prevent injuries 
caused by the unwise and unprogressive policy of a company’s 
, board, both to the revenues of the State and the economic develops 
ment of the country. As regfirds the proposal put forward by the 
Minority, that the management should be transferred from English 
to Indian companies, the first objection is that the Indian companies 
would have only a minority interest in the undertaking. The State 
would remain the predominant partner, appoint one-half of the 
directors and nominate the Chairman and so retain its control. 
The division of responsibility between the Government and the 
Board of Directors would still continue, and the executive officers, 
with a divided allegiance to a Board of Directors which appointed 
and paid them, and to the Government which stood behind the 
directors, could not do the best work of which ^they were capable. 
Com*petent business men would refuse to join the Board if they found 
their power limited by Government control and Government regula- 
tions, and this seems inevitable under the plan advocated by the 
Minority. Since it is not proposed that private companies should 
buy the railways out and out from the Government, as this would 
involve raising capital amounting to crores of rupees, the financial 
interest of the companies, as they are proposed to be constituted 
by, the Minority, is bound to be small. A mere change in the 
domicile ,of the company,, therefore, would not improve matters, 
as companies substantially independent of Government cannot be 
formed in India, and without such independence the advantages of 
private enterprise could not be gained. Indian domiciled companies, 
again, would not be able to be of much assistance in raising the 
necessary funds for railway construction. The Government would 
always have to take the larger share of this work on themselves, 
and they would find this task much easier under a system of 
State management than under company management. Company 
management, whatever the domicile, would be unpopular in India. 
From the financial economic and polit^ical point of view money 
required for Indian railways should henceforward be raised in 
India itself as far as possible and these loans will be more readily 
subscribed to by the public if the Government themselves take 
over the management of the railways. Again, if resort to external 
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loans is necessary, the credit of the Government of India and the 
Secretary of State as the g^reatest bankers of the country is an asset 
of inestimable value. One of the most important arguments in 
favour of State nranagement in this country is the generally accepted 
viev^ that rfiompany management has shown itself* wilfully ndj^ligent 
of national interests, whether by the manipulation of routes and rates 
for the benefit of European interests and to the detriment of Indian 
manufactures and Indian commerce, or by refusing a fair field to 
Indian talent in the railway services, especially in the higher grades. 
S'hese evils would have a greater chance of being remedied 
under State management. Another advantage expected from State 
management is the economy in the expenses of working the railways. 
At pre'ient the State has to pay not only interest on the company’s 
share of the capital but a share in the profits as well, which under 
State management would accrue to the Government Jtreasur>' instead 
of going to absentee companies in London, or to private companies 
with an Indian domicile, supposing such were started. There does 
not seem to be any reason to fear that State management in this 
country is likely to be less efficient and therefore less profitable 
than such company management as can be thought of in the present 
circumstances. In so far as actual experience of State manage- 
ment in India is any indication at all, it has shown that it 'does 
not in any way compare unfavourably with company management. 
Nor does there seem to be any truth in the contention that such 
success as has been achieved by State management in India is due 
to the existence side by side of railways worked by companies and 
to the healthy emulation caused thereby. A serious disadvantage 
of the present system comes from the fact that the vested interests 
of the railways in the different parts of the country control, not 
merely the carriage of goods and passengers, but also the construc- 
tion of new lines, trunk or feeder, and the connexions of two or 
more different lines. Spheres of influence have come into existence 
and form an obstacle in the way of proper railway development. 
Under State management this evil would be avoided, and lines would 
be constructed as demanded by the real interests of the country. 
.Again, under State fnanagement, the convenience of traders and 
passengers would be much better attended to than is the case' at 
present.^ The companies have been charged with making the 
maximum amount of profits their sole object, and there is great 
dissatisfaction in India on account of their alleged neglect of trade 


' As Mr N. B. Mehta points out, the lack of inter-railway competition 
and of a vigilant public opinion has made State control almost a moral 
^ligation in India. See Indian Railways : Rates and ReguMam, p. 
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interests and the interests of passcnjjers, more particularly of the 
third^lass passeng-ers. The grievances of the public have a much 
greater chance, of being speedily and effectively redressed under 
State management. ^ The boards of the railway Ciompanies situated 
in London have ^been generally insensible to such representations 
from Indian interests as happen to reach them. On the other hand, 
European merchants being better organized and bolter represented 
in England can make their voice more easily heard. Such a state 
of things cannot be regarded as conducive to the rapid development 
, of our commerce and industry. Apart from racial prepossession^, 
control exercised^ from a distance of 6,000 miles is bound to be 
highly inconvenient, because it unduly fetters the railway executive 
on the spot. 

Point was lent to this controversy \^hen the con tracts with the 
Great Indian Peninsula and East Indian Railways were due to 
expire in 1924-5. In February 1923, the matter came up before 
the Assembly. The feeling of Indian non-official members was 
decidedly in favour of whole-hearted State management, with the 
consequence that the simpU- motion for taking these two railways 
under State management was passed. 1'hey w ere accordingly taken 
over by the Government for direct management# The Burma Rail- 
wa/s also passed under State management from January 1929. 
Reference has already been made to the purchase of the Southern 
Punjab Railway by the State in 1930. It is worked by the North- 
Western, a State-owned and State-managed railway. In view of 
the strength of public opinion and its unmistakable preference for 
Stabs management, the probabilities are that all the railways in 
course of time will come under Government management.' 

• §13- Separation of railway finance from general finance. — One 
of the recent changes of^ outstanding importance vitally affecting 
the efficiency of raifways is the separation of railway finance from 
general finance. The Acworth Committee urged the adoption of 
this stepson various grounds. In the fir st p l^cc it would, re move 
the elem ent^flf^imcertalftty the annual Budget estimates due 
to the incUision tHerqn of railway profits/'* These vary according 
to'the character of the season and trade conditions, with the result 
that the estimates might be out by several crores of rupees. The 
case for separation was seen to be even stronger from the railway 
standpoint. The dependence of the railways on the cixigencies of 


^ It is unfortunate, however, that the Government did not exercise the 
option 'to determine the contracts on 31 December 1937 with the Madras and 
Southern Mahratta, ftengal and Ndrth-Westem, and Rohilkhund and Kumaon 
Railways. / 
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the General Budg'et and the financial position of the country pre- 
vents them from being run on a commercial basis. The arrange- 
ment which assumed that the railway concern goes put of business 
on 31 March every year and begins life afresh^ at the beginning of 
each^ oHiciaJ year was obviously detrimental to tlie railways.^ The 
separation of the two budgets was calculated not only to enable 
the railways to be conducted as a business undertaking, but also 
to free the Government from the many difliculties and uncertainties 
of the old system. In view of the importance of the subject a 
resolution was brought before the Legislative Assembly in September 
1921, when a Joint Committee of tlfe two houses was appointed 
to investigate the question. The committee declared immediate 
separation to be outside practical politics. They were, however, 
impressed with the necessity of rehabilitating the existing railway 
lines, which had been utterly neglected during the War period, 
and recommended a guaranteed programme of Rs. 150 crores to 
be distributed over a period of five years and to be spent upon 
the improvement and completion of the existing lines, and provision 
of better amenities for^ third-class passengers. The Assembly 
endorsed this recommendation and it was also induced to accept 
the scheme for separating railway finances from general finances 
on the condition of en.suring to the latter a definite ascertainable 
annual contribution from railways, which was to be the first charge 
on their net receipts. This contribution Avas settled upon the basis 
of one per cent on the capital at charge of commercial lines, ex- 
cluding capital contributed by companies and Indian ‘States, at the 
end of the penultimate financial year, plus one-fifth of the surplus 
profits in that year, interest on capital at charge of strategic lines 
and loss in working being deducted. The Legislative Assembly 
stipulated that if, after payment of the .contribution so ftxed, the 
amount available for transfer to the Railway Reserve should exceed 
Rs. 3 crores, one-third of the excess should be paid to the 
general revenues. This Railway Reserve Avas to be used to secure 
the payment of the annual contribution, to provide, if necessary, 
for arrears of depreciation and for writing <ioAvn capital, and 
generally to strengthen the financial position of the railways. It 
was expected that by this arrangement the Indian taxpayer would 
be assured of a regular contribution in relief of taxation from his 
investments 4 n raihvays, while the task of maintaining a continuous 
financial policy and of distinguishing between a temporary and 
permanent surplus or deficit in accounts would be immensely faci- 
litated. The first separate raihvay budget under this scheme was 
presented to the Assembly in March 1925. (The financial results 
of the Separation Qmvention are reviewed in §15 below.) 
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§14. Railway Budget. — The subjoined table g^ives the principal 
heads of revenue and expenditure included in the Railway Budget. 

Railway Budget for 1937-8^* 

In crores of rupees 


Heads of Revenuf. 

(A) State Railways — 

(a) Commercial Lines — 

Gross Receipts 

94-65- 

Deduct — 

Working expenses 

• 

of Statp Rail- 

ways 

61*89’ 

Surplus profits paid 
to Indian State's 
and Railwax Com- 
panirs ... 

0 * 3 *) 

Paymonts to work«'d line's 

2*88 

N(*t RrLcipts 

20*40 

(b) Strategic Lim'S — 

Gross Receipts 


Deduct — 

Working expenses .. 

1 2*0(> 

• Net Receipts ... 

— 0*61 

Total Receipts, Com- 
mercial and Strate- 

1 

gic Lines ... 

, 28*88 

1 

(B) Subsidized Companies — 

1 

Government’s share of 
• surplus profits 

0*14 

(C) Miscellaneous Railway 

Receipts - 

Interest on Depn cia- 
* tion and R<*si?\<* 

Fund balances . 

1 

Dividend on inxisimenis 
in branch lines and 
other miscellaneous 


receipts 

0*31 

Interest on Depreciation 

Fund balances. 

• 

0*09 

Total Receipts* ... 

30*14 

(D) Withdrawal of sums de- 
posited on account of Rail- 
way Depreciation Fund 

Total ... 

3014 


Heads ok Kxpj-NDixrRK • 


(.\) Rittlwavs-- 


(a) ('(imnierc i.tl Lint's - | 

1 

Inti'i'L'st — • I 

On Goxeriimeiit capital 
.It cliaige ... 

36 «s 

On c.^pital coiiti ibiited | 
b} Indian Statt's and 
('oinpanif's ... 

I I *18 

n*otal interest, ctuiiiner- 
cial lines 

280^ 

• 

(6) Str.iiegir Liiu s — 


Interest oif Capital at 
charge 

x* 3 a 

Total Interest ... 

1 29*30 

(B) Subsidized Conipiwies — 


Land and subsidy 

0*07 

(C) Miscell.m* ous Railway Fx- 
penditurt 

1 

0*56 

(D) P.ijments to Gener.al 

Rev fMiues— Conti ihut ion* 

015 

Repayment of loan to Rail- 
way Depreciation Fund ... 


•Surplus Railwax Revenue 

transferred to Railway 

Reserve Fund ... 

... 

Total ... 

1 30’'4 


> See Central Budget for 1937*^1 PP- 34"5- 
» Includes Rs. 5*35 crores earnings of worked lines. 

» Includes Rs. 2-61 crores working expenses of worked lines. 
* See note on p. 186. 
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§15. Financial results of the railways. — The htiRiicial results 
<>f the \Aorking of raihvays with which the Government of India 
is directly concerned for the period from 1924-5 rto 1937-8 are 
given in the table ‘on page 187, and serve to illustrate the financial 
working of* the Separation Convention of 1924. ‘Taking the first 
twelve years of this peripd (1924-5 to 1935-6) it is found that the first 
six years were years of prosperity and the last six were years of 
adversity. Taking the period as a whole the total surplus revenue 
earned in the first six year^ amounted to Rs. 52,64 lakhs, whilst in 
life second six years the deficiency amounted to Rs. 41,63 lakhs. 
During this long period of varying foftune there ^vas a net surplus 
of Rs. 1 1,01 lakhs or rather less than one crore of rupees per 
annum after meeting working expenses, providing for depreciation 
and paying inten^st in full on borrowed capital.^ 

The total contributions to the general revenues during the period 
of prosperity, 1924-5 to 1929-30, amounted to Rs. 42 crores, or an 
average of Rs. 3 crores for the whole period dating from the 
Separation Convention. During the same period a balance of 
Rs. 41^ crores was accumulated in the Depreciation Fund. The 
fortunes of the railways underw’ent a radical change for the worse 
and rot set in aftdr the year 1930-1. That year ushered in an 
era of deficits which were mainly the result of the adverse effects 
of world depression and the drop in commodity prices, dwindling 
of wheat exports, tlie di«turbed condition of India in recent years. 


{Footnote continued from p. 185) 

t 

* Contribution due from Railway to General Revenues in 1937-8 (Based 
€n actuals of 1935-6). 


(In thousands of rupees) 

(1) One per o-nt on c.ipital of Rs. 7416,03,05 at charge,, 

commerci.d lines ... ... ... 7,16,03 

(2) One-fiUh of surplus (receipts minus charges such as 

working expenses, interest payments, land and 
subsidy, etc., and contribution at one per cent on 
the capital at charge) 


Total contribution from railway revenues ... 7,16,03 

(3) Deduct — Loss on strategic lines borne by railway 
revenues: (i) Interest on capital = Rs. 1,37,52 4 - 
(ii) Loss in working = Rs. 65,27 4- (iii) Interest on 
• the amount of loss in working met from Depreciation 
Reserve Fund of commercial lines = Rs. 44,93 ••• 2,47,71 


Net payment due from railways to general revenues ... 4r38,32 

See Railway Budget for 19, ^7-8^ p. 37. 

' Railway Member's Budget Speech, Central Budget for 1935-6, par. 17. 



Review xncial Results from 1924-5 to 19^.8^ 

(Commercial and Strategic Lines together) 
Figures in lakhs of rupees 
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damage caused by floods and earthquakes, the acute rail-road 
competition,^ intensified river and sea competition, and increase in 
working expenses. It has also been pointed out .that the tariff 
policy, not only of India, but of practically ^all other countries 
in the world, many of which were in the past out* best customers, 
has adversely alTocted the earning capacity of the railways. 

Owing to these successive deficits the railways failed to make 
any contribution to general revenues after 193 1-2. The accumulated 
arrears of contribution due under the Separation Convention 
daring the years from 193 1-2 to 1936-7 amounted to Rs. 30*74 
crores. During the same period the *raih\ ays not only practically 
depleted their general n'servcs but also borrowed from the Deprecia- 
tion Fund to the extent of Rs. 31*34 crores, in order to meet their 
obligations regarding interest charges. The utter impossibility of 
repaying so large a liability of nearly Rs. 62 crores Qut of future 
surpluses within a measurable distance of time led to the moving 
of an official resolution in the Central Assembly during the Budget 
discussions in February 1937 favour of cancellation of the entire 
amount and starting the next financial year w'ith a clean slate. Such 
a wholesale repudiation of a large debt, however, created a stir 
in orthodox financial circles both in the Legislature and outside. 
Meanwhile with the inauguration of Provincial Autonomy urtder 
the New Constitution, claims for increased resources wxre becoming 
insistent. But as under the existing Separation Convention, loans 
from the Depreciation Fund were a first charge on future surpluses 
and there was also thereafter the undischarged liability to general 
revenues, the latter would have had to wait long before they ^yere 
entitled to receive any contribution from the railways. ‘ The escape 
from this dilemma was found in another resolution that w^as moved 
by the Finance Member at the Simla (1937) Session proposing 
a moratorium of three years for the repayment of the liabilities.^ 
Thus while orthodoxy, at any rate in principle, was re-established 
by the decision not to w'rite off the liabilities of the raihVays, the 
moratorium resolution made it possible to permit the appropriation 
of the surplus of net railway receipts over .the* interest charges, 
w’hich has begun to sho^* itself from the year 1936-7, for immediately 
resuming the contribution to general revenues without making 
good the heavy liabilities of nearly Rs. 62 crores. This coqrse of 
action has enabled the Central Government to make a limited 

* The Wedgwood Inquiry Committee (1937) estimate the loss of railway 
traffic due to road competition in the neighbourhood of Rs. 4^ ^ crores per 
annum. Report of the Indian Railway Inquiry Committee, par. 169. 

* See Capital (Indian Industries. Trade and Transport Supplement), December 
1037, P-26. 
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assignment of the income tax to the Provinces in the year 1937-8 
under the Niemeyer Award (see ch. xi). At the same time it is 
doubtful whct|;ier the railways will be able to redeem the undis- 
charged liability even in the course of a generation. 

Anyway it is a matter of genuine satisfaction that the 5tate 
Railways after six years of disquieting deficits have begun to pay 
their w'ay and show a surplus of net receipts over the interest 
charges and appropriations to the Depreciation Fund. This welcome 
improvement of the financial position of the railways became 
evident during 1936-7 partly owing to the recovery of trade aad 
prices and partly owing t® retrenchment in expenditure. The 
recovery, however, contains an unstable element, in so far as it has 
been due partially to the world’s rearmament programme. Indeed 
there has been a definite deterioration in the economic conditions 
during the past few months.^ Under the influence of the partial 
economic recovery the railways have turned the corner and their 
financial results present a welcome contrast to the earlier dismal 
record of deficits. The small budget (revised estimates) surplus of 
Rs. 15 lakhs for 1936-7 turned out to be an underestimate, and 
the final result was a surplus of Rs. 121 lakhs, which under the 
Convention then in force uas utilized to repay* part of the debt to 
the* Depreciation Fund. Similarly, whereas the railway budget for 
1937-8 estimated a surplus of Rs. 15 lakhs, the revised figures 
show that the surplus might be Rs. 283 lakhs after making full 
contribution to the Depreciation Fund and meeting the interest 
charges. A surplus of Rs. 2,56 lakhs has been budgeted for th^ 
yeaf 1938-9 by the Communications Member. 

§16. * The (Wedgwood) Railway Inquiry Committee. — ^The very 
serious deterioration in the financial condition of the railways before 
the recent partial recovery raised a storm of criticism regarding 
railway policy and administration throughout the country and created 
a persistent demand for a searching inquiry into their affairs. Sir 
Otto Niefheyer, the financial expert who came out to India in January 
1936, put in a strong plea for a thorough-going overhaul of railway 
expenditure and Hie jearly establishment of effective co-ordination 
between the various modes of transport in his Report on Financial 
Settlement between the Central Government and Provinces under 
the nejv Constitution (1935). His Report* imparted a new urgency 
to the problem of financial re-organization of railways by making 
the assignment of a half share of the income tax by the Central 
Government to the Provinces dependent upon the Railways paying 

^ This was written in May 1938. 

* Indian Financial Enquiry {Niamey er) Report, par. 31, published in April 
1936. (See ch. ».) 
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their way and resuniingf their contribution to general revenues. 
The Public Accounts Committee of the Legislative Assembly 
strongly endorsed Sir Otto Niemeyer’s suggestion, in its Report 
issued from Delhi* in September 1936, and recommended the early 
appointment of an expert to survey the whole . field of raMway 
finance. Eventually, instead of appointing an expert, it was 
thought necessary to appoint a Committee of three experts, and 
accordingly the Indian Railway Enquiry Committee was appointed 
in October 1936 with Sir Ralph L. Wedgwood, Chief General 
Manager, London and North-Eastern Railway, as Chairman. 

§17. Recommendations of the Wedgwood Committee. — ^'I'he 
Report of the Committee, published in June 1937, com tains many 
valuable suggestions concerning almost every aspect of railway 
Avorking for improving efficienc} and effecting economy. On 
certain major topics, there has been considerable op|x>sition to the 
WVdgwood Report. In the first place, the committee’s proposal 
to abandon the system of contributions to the general revenues in 
order to place them on a sound financial plane and to provide for 
possible railway deficits in lean years^ raised a storm of protest 
in the Central Legislature and the provinces as going back on the 
Niemeycr formula jvhich made additional resources for Provincial 
Governments contingent on the resumption of railway contributions 
to general revenues. Sir Sultan Ahmed, the RaiKvay Member, 
disarmed the opposition by emphasizing the Government’s anxiety 
scrupulously to honour the pledges made under the Niemeyer Aw’ard, 
and by reassuring the Central Assembly that assistance would be 
extended to the provinces out of raihvay surpluses. Tn the second 
place, the reference by the Wedgwood Committee to the necessity 
for the continued recruitment of Europeans as supervisors in the 
raihvay workshops and olfic'ers in the commercial departments 
created deep p>olitical resentment, which* was ’however allayed by 
the assurance of the (iovernment that there would be no departure 
from the policy of progressive Indianization of the railways. In 
the third place, the Committee’s remarks on the Federal Statutory 
Authority for Railways (see §22) — on which there has been a sharp 
cleavage of opinion in. India — were deemed to be outside the scope 
of the terms of reference.^ The recommendations of the Wedgwood 

' In this cpnnexion it should be noted that the W{*dgwood Committee urge 
the need for an adequate Depreciation Fund and consider that a normal 
balance of Rs. 30 crorcs — the present actual balance in the Fund being only 
Ks. 14 crores — ^would not be excessive. In addition the railways should build 
up a general reserve fund to serve as an equalization fund for th§ payment of 
Interest charges and amortization of capital. (Eeport, pars. 206 and aio^ii.) 

* Capital (Supplement, December 1937), p. 26. 
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Committee regarding revision of rates and fares, and rail-road co- 
ordipation, are dealt with in later sections. 

The Commjttee rightly urge the importance of the railways 
increasing their pogularity and improving their j*elations with the 
public, and to this end recommend closer liaison witli the fress 
through a press liaison officer and a Railway Information Office. 
The Committee do not favour large amalgamations of railways 
as a general policy lest they should result in unwieldy 
administrations. ^ 

§i8. Railway rates policy.— It has been a long-standing Indi^ 
grievance that the railway rates in this country have been based 
solely on considerations of pecuniary advantage to the ralh\ays, 
and, what is much worse, they have been manipulated so as to 
help European merchants and hinder the development of Indian 
industries and enterprise. This complaint was voiced by Sir 
Ibrahim Rahimtulla in the Imperial Legislative Council in 1915, 
as also by a number of witnesses before the Industrial and Fi.scal 
Commissions and the Acworth Committee. One of the specific 
charges in this connexion is that the rates arc framed so as to 
encourage traffic to and from the ports at the expense of internal 
traffic, thus encouraging the export of raw materials and the import 
of foreign manufactures.^ Indian business men and industrialists 
complain that they have often to pay rates which they consider 
unfair, both on the raw materials which they have to obtain from 
other parts of India and on the manufactured articles which they 
dispatch to various markets. The ‘ block rates ' system'* has al.so 
aroysed much discontent as leading to an artificial diversion 
of traffic* inconvenient to industry and trade. An incidental eflTect 
of the railway rates policy in the past has been the congestion of 
industries in the port towns, which is responsible for many of their 
present difficulties. 'For example, the serious labour difficulties are 
to no small extent due to the concentration of the industries in 


' Indian Railway Inquiry Report^ chs. xii and xiii. 

* See Fiscal Commission Report^ par. 127. It has been urged on behaH 

of the railways that they favoured external trade because from their point of 
view it was more important than internal trade and more readily responded 
to favourable rates; hence greater facilities were given to trade to and from 
the ports. Recently, however, internal trade has grown rapidly and its claims 
for special consideration cAh no longet be denied. • 

* * Block rates ’ mean higher mileage charges for short lengths imposed on 
traffic moving from a station, near a junction with another system, towards 
the jumetion in order to travel a much longer distance over that other system, 
with the object of retaining traffic on the line on which it originates and 
preventing or * blocking ’ it from passing off^ after only a short lead, on to a 
rival route. 
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centres situated far away from the interior. The adverse effect of 
the railway rates policy on water transport in India is referred to 
in a later section. 

As the Fiscal, Commission admit, the complaints regarding the 
unfair tre^ment meted out to Indian industries were not entirely 
without foundation. In practice the railways have enjoyed full 
discretion in manipulating the rates within the limits sanctioned 
by the Railway Board and of putting particular commodities into 
particular classes.^ The Industrial Commission, after carefully 
going into the question, made recommendations in favour of the 
rating of the internal traffic as nearly as possible on a basis of 
equality with traffic of the same class and over similar distances to 
and from the ports, so as to encourage the transformation of the 
raw mateiials into the most finished stale possible before export. 
They also recommended that consignments travelling over more 
than one line should be charged a stnf,le sum based on the total 
distance. The Fiscal Commission endorsed these recommendations, 
and held that, within the limitations laid down by their predecessors, 
special rates should be granted for a term of years to new 
industries, and even to others if they ('ould make out a proper 
case for special treatment. The Agricultural Commission, who 
examined the question of railway rates policy in its bearing on 
agricultural development, suggested a closer co-ordination between 
the Agricultural Departments and the railways, and recommended 
the grant of concession rates on the transport of fertilizers, fuel, 
fodder, milch cattle, etc. The\ lurthcr suggested a ^re-examination 
of rates on raw material for, and transport of, agricultural 
machinery and implements.* Some of these recommendations were 
accepted by the Government of India in April T930. Agricultural 
implements have been reclassified with the object of removing 
anomalies. The rates for carriage of live stock* have been examined 
and reductions have been made. The Wedgwood Committee note 
the criticism that the structure of Indian railway rates is‘'fcumbrous 
and illogical and calls for drastic simplification. They recommend 
that the Railway Board should inquire into the system of charging 
at scheduled rates wnth a view to simplification.* 

* Professor K. T. Shah holds that ‘ being originally very costly in construc- 
tion, and stil^ more costly in operation, (and owing) to their being constructed 
and maintained without reference to the economic conditions of India, the 
Railway Rates have been fixed without regard to the nature of the traffic and 
its effects upon Indian Trade and Industry.’ — Trade, Tariffs and Transport in 
India, p. 397. 

* Agricultural Commission Report, pp. 377-9. 

* Indian Railway Inquiry Committee Report, par. 127 
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As recommended by the Acworth Committee a Rates Advisory 
Committee consisting of a President, one member representing the 
commercial interests and another representing the railways, was 
appointed in 1*926 to investigate and make recommendations to 
the Government 90 1 :he following subjects: (i) complaints of undue 
preference, (ii) complaints that rates are unreasonable in themselves, 
(iii) complaints or disputes in respect of terhiinals, and complaints 
that railway companies do not fulfil their obligations to provide 
reasonable facilities to trade, (iv) the reasonableness or otherwise 
of any conditions as to the packing of 'articles specially liable to 
damage, or liable to cause ^amage, (v) complaints in respect of 
conditions as to* packing attached to a rate. The Committee's 
constitutional position is only that of an advisory body, whose 
findings may or may not be accepted by the Government. The 
Wedgwood Inquiry Committee recommend that the procedure of 
the committee should be made more expeditious and more public, 
and that the Government should ordinarily accept an obligation 
to refer to the Committee any relevant application (par. 133). 
Instead of the present Advisory Committee it is desirable that there 
should be a body with mandatory powers* like the Railway Rates 
Tribunal in Great Britain or the Inter-State Commerce Commission 
in tJie U.S.A. 

§19. Reorganization of the Railway Board. — ^The Acworth 
Committee suggested a reorganization of the Railway Board so as 
to make it a satisfactory agency through which the Government of 
India could exercise effective supervision over the whole railway 
system in the country. The reorganized Railway Board consists 
of a Chief Commissioner, a Financial Commissioner and three 
members.^ Instead of the Acworth Committee's recommendation of 
thi'ce territorial divisions with a Commissioner in charge of each, 
the plaif of dividing the 'work on the basis of subjects has been 
adopted. One member deals with technical subjects, and another 
with geaeral administration, personnel and traffic subjects, the 
Financial Commissioner representing the Finance Department on 
• 

^ The growing importance of labour questions led to the appointment in 
1929 of a third member whose main duties are connected with the satisfactory 
solution of labour problems and improvements of the conditions of service 
of the .staff generally and of the lower-paid employees in particular. Owing 
to financial stringency certain superior appointments have been h^ld in abeyance 
since 1931-2. The existing superior staff of the Railway Board consists 
of the Chief Commissioner, the Financial Commissioner, one member, four 
Directors, five Deputy Directors, one Secretary and one Assistant Secretary. 
See Report on Indian Railways (1933-4), vol. I, pp. 95-6. For some criticisms 
and suggestions of the present railway administration see Indian Railway 
Inquiry Committee Report (1937), pars. 7S-90. 

13 
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the Board and dealing with all financial questions. The Board is 
assisted by five Directors (for Civil Engineering, Mechanical 
Engineering, Traffic, Finance and Establishments) who relieve the 
Chief Commissicyier and the members of much current work, 
enabling t^jem to devote their attention to large qqestions of railway 
policy, to tour over the various railway systems and to maintain 
personal touch with Eocal Governments to a greater extent than 
was previously possible. 

§20. Railway Advisory Committees. — The Commitce recom- 
q;iended the establishment of Central and Local Advisory Councils to 
give the Indian public a voice in railv^Ay management. Accordingly 
all State-owned railways now possess Advisory Committees. There 
is also a Committee of the Central Legislature consisting of 
representatives from the Assembly and the Council of State. 

§21. Indianization. — Both the Acworth Committee and the Lee 
Commission (1023) recommended the extension olF facilities for 
training Indians for the superior railway services, a standard of 
seventy-five per cent of such posts being laid down by the latter 
body. The Government liave accepted this recommendation and 
accordingly the RailwaV Board has already taken steps to extend 
training facilities, , which are an essential preliminary to the 
Indianization of the railway services. A railway transportation 
school has already been opened at Chandausi for the training of 
subordinate officers, and some area schools have been started for 
the training of railway staff. It is unfortunate that owing to 
financial stringency the Railway Staff College which was started at 
Dehra Dun for the training of railway officers was closed early 
in 1932. The Government of India recently (August 1937) re- 
affirmed the policy of Indianization of railway services in the 
course of the debate on the Wedgwood Committee’s Report (see 
§17 above). * • ' 

The Acworth Committee also made recommendations for meeting 
a number of popular grievances. The Government have taken 
certain steps to this end, such as adding to the rolling stock, 
extending platform and waiting-room accommodation, erecting new 
stations, providing belter water-supply, appointing Controlling 
Passenger Superintendents, etc. The third-class passenger contri- 
butes the largest amount to the railway earnings from passenger 
traffic; and, apart from other considerations, it may be good 
business to increase the attractions of travel for him. 

§22. Federal railway authority. — By the Government of India 
Act of 193s it is provided that, while the Federal Government and 
Legislature should exercise a general control over railway policy, 
the actual administration of railways in India (including thosi^ 
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worked by companies) should be placed in the hands of a statutory 
railway authority which is to be the executive authority of the 
Federation in respect of the regulation, construction, maintenance 
and operation of railways. The railway authority is to act on 
business principled consistently with due regard paid to tfle inteilssts 
of agriculture, industry, commerce and the general public. In the 
discharge of its functions it is to be guided by such instructions 
on questions of policy as may be given to it by the Federal 
Government. 

Not less than three-sevenths of tlie members of the authority 
arc to be persons appoirfted b\ the Governor-General in 
his discretion, who is also to appoint one of the members as 
President. 

The authority is to establish, maintain and control a fund (to be 
called the Rail\^a\ Fund), and moneys received by the authority, 
whether on revenue or capital account in discharge of their 
functions and all monev s provided out of the revenues of the 
Federation to enable the authoritv to discharge its functions will 
be paid into this fund and all its expenditure will be defrayed 
out of the fund. 

The Governor-General mav from time to time* appoint a Railwav 
Rates Committee to give advice to the authority in connexion with 
any dispute between persons using a railway and the authority as 
to rates and traffic facilities which he may require the authority 
to refer to the Committee. 


A Bill or afnendment making provision for regulating the rates 
or fares Vo be charged on any railways cannot be introduced or 
moved in either Chamber of the Federal Legislature except on the 
recoixmiendation of the Governor-General. 

The Governor-Geijeral is empowered to make rules requiring the 
authority and any Federated State to give notice in such cases as 
the rules piay prescribe of any proposal for constructing a railway 
or for altering the alignment or gauge of a railway and to deposit 
plans. 

Any objections on the part of the authority or a Federated State 
on the ground that the carrying out of the proposal will result in 
unfair or uneconomic competition w'ith a Federal railway or a State 
railway* must be referred by the Governor-General to a Railway 
Tribunal which is to consist of a J’resident (appointed ffom among 


the judge s, irf the Efi<teaL.CSowrt. by ihe .Governpr-Gfineral after 
the* -Chief JLustice^Qf indUL.and two other 


persons selected to act in each case by the Governor-General from^ 
per sons with railway, a dministrative or. 


exofttienoau- 
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An appeal will lie to the Federal Court from any decision of 
the Raihvay Tribunal on a question of law/ 

These provisions of the Government of India Act (1935) 
ref,*'arding’ the Federal Railway Authorit> have failed to evoke 
enthusiasrfl and indeed have met with considerable opposition on 
the ground that they .considerably detract from the legislative and 
popular control over railway policy and administration. This also 
explains the adverse criticism of the recommendations recently 
(1937) made by the Wedgwood Committee with a view to the 
Avoidance of political and administrative interference with the 
Federal Railway Authority.* 

§23. Economic effects of railways.® — The advantages of rail- 
ways (a® of other means of annihilating distance) from the national, 
social and cultural point of view are obvious and need not 
be dwelt upon here. Efficient administration, as wsell as military 
defence, internal and external, also requires a properly developed 
system of railway communications. The economic effects of rail- 
ways are most important. Famine relief in a country like India 
necessarily depends on . an efficient railway system for quick con- 
veyance of food-stuffs to the affected areas. Further, railways give 
a powerful impetufe to the general economic advance of a country; 
bring about an equalization of prices throughout the country as 
well as their conformity with world prices; create new employment 
and make possible a more even distribution of the population. They 
are an essential adjunct to the internal and external trade of the 
country and it is easy to show how passenger and goods traffic 
have grown with the extension of railways. , < 

The railways have stimulated the agricultural producer in India 
by widening his markets. The rapid industrialization of the country 
largely hinges on a satisfactory railway development, facilitating 
the transport of coal and raw materials as well as the distribution 
of finished goods. Railways also stimulate engineering Jndustries, 
and arc intimately connected with the progress of telegraphic and 
postal communications. The effect of railways^ on the forests has 
been on the whole beneficial. Railway transport facilities and the 
demand for railway sleepers have greatly encouraged timber-grow- 
ing. Th growth of towns and port development are also rendered 
possible by railways. The invaluable assistance which railways can 
render in (Conducting various publicity campaigns for the improve- 
ment of sanitation as well as for the introduction of reform in 

* See Government of India Act (1935), §§>^>'99* 

* Report of the Indian Railway Inquiry Committee^ par9. 

* See §z of this chapter. ^ 
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agricultural practice has already been referred to.' Lastly, Govern- 
ment revenues benefit both directly and indirectly from the rail- 
ways: directly, ^because the Government share in the profits from 
the railways, and indirectly, because they increase the total wealth 
of the country and consequently the taxable capacity of Jhe peqple. 

Railways, however, have not been an unmixed boon in India. 
We have already spoken of the part whicfi railway construction 
has played in hastening the destruction of indigenous industries 
and in bringing about the one-sided economic development of the 
country, under which its exports consist almost entirely of ra’v 
materials, and its imports o& manufactured articles. As regards 
the help derived from railways in the matter of organizing effective 
famine relief, we must not ignore the fact that there is another 
side to the picture. Railways have increased the ruralization of 
the country by contributing to the decline of the indigenous indus- 
tries, and this has rendered large numbers of people, especially 
artisans like weavers, more susceptible to famine than they used 
to be. Thus if the railways have facilitated the work of famine 
relief, they may be said, on ^he other hand, to have increased the 
volume of this work. In the earlier days of railway development, 
the fuel requirements of railways led to the necklcss destruction 
of fdrests until the Government took the necessary steps to check 
this process. Railway development in this country has also meant 
the introduction of foreign capital and foreign investment, and this, 
as we have already seen, has brought certain disadvantages along 
with some advantages. 

^4. .Need for furfher railway development. — Most of these 
adverse effects, however, are properly attributed not to railway 
construction as such but to the manner in which it was brought 
about anji the undue haste, that was displayed in connexion with it. 
We must not, therefore, be led by some of the unfortunate con- 
sequences that have actually followed from railway construction in 
India to suppose that it would be in the interests of the country 
to impede further railway development. On the contrary, it is 
of the greatest importance that, subject to proper safeguards, 
railway development should be pushed as fast as possible, in order 
to expedite the industrial and commercial progress of the country. 
That India is poorly provided with railways can be seen from the 
fact that, while Europe (excluding Russia) covers 1,660,000 sq. 
miles and has 190,000 miles of railways,^ India contains 1,803,000 
sq. miles of country and has but 39,712 miles of railways (1928).* 

' See voh I, ch. viii, ga. 

* Speech ef President, Indian Railway Coalerence, 1928. 
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Particularly when judged by the standard of population, India 
is much worse provided ith railway facilities than are many 
other countries. It would of course be absurd to contrast the 
railway mileage , of agricultural India, with her vast mountain 
ranges, gjeat river estuaries, wide-spreading deserts and barren 
places, with that of a highly industrialized, compact country 
like England, whose every square mile, almost, is made to con- 
tribute something to the iicational income. Further, it must be 
remembered that the need for communications in India can most 
effectively and cheaply be met in many cases by mechanized road ^ 
transport and water carriage in preference to railways. But even 
after allowing for all this, there is undoubtedly a great deal of 
work which still remains to be done by way of extension of railways. 
It is also important that every possible effort should be made to 
raise the required capital in India, if only to keep within bounds 
the further growth of foreign capital in the country. Lastly, it is 
essential that railway industries should be developed and fostered 
along with railway construction. This is a matter which has so far 
been almost entirely neglected. The danger of India’s dependence 
on outside supplies for railway materials and even for ordinary 
repairs \vas fully disclosed in the late War. It is urged, therefore, 
that steps should be taken to put an end to this dependence. (Xher- 
wisc also, in the general interests of industrialization, the case for 
indigenous railway industries is clear. 

Ro\i> Transport 

§25. Recent road history. — The unsatisfactory state of .road 
transport in India about the middle of the last century has already 
been alluded to. The East India Company, being mainly a 
commercial corporation, neglected an important duty of ^ civilized 
Government in that it took little interest in road-making. The 
limited progress that was made was due to the initiative taken by 
individual administrators like Lord William Bentinck, who revived 
the idea of a highway connecting the north of India with Bengal, 
resulting in the construction of the Grande Trunk Road linking 
Peshawar with Delhi and Calcutta. The little importance attached 
by the Company to the road needs of the civil population is shown 
by the fact that roads were then placed in charge of Provincial 
Military Boards instead of being entrusted to a special Public Works 
Department. 

India, however, entered upon a new epoch of road**inaking during 
the time of Lord Dalhousie, who, in addition to his active Interest 
in the promotion of railways, also initiated a more vigorous road 
policy, and for this purpose, over and abovg the oentr^t 
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Works Department, there were created in 1855 similar departments 
in each province replacing the old Military Boards. A second 
factoi* which has promoted road development during the last 
seventy-five years hgis been the influence of railways. As railway 
construction proceeded apace it became increasingly necessary to 
build roads to feed the railways rather than Jo compete uith them, 
‘ leading to a demand, which remains today far from being 
completely satisfied, for bridged and metalled roads at right angles 
to the railways and giving access to them in all the seasons of the 
, year It is necessary, horwever, to point out that the extension 
of railways and the intimate financial interest of the Government in 
their profitable working has led to a certain iteglect of roads, especi- 
ally of trunk roads w'here they run piirallel to the railways.* The 
progressive policy of Lord Mayo and Lord Ripon uith regard to 
local self-government, under which local control over local affairs 
was provided, acted to some extent as a stimulus to road 
development. The total effect of all these factors is reflected in a 
considerable activity in road-building during the last eighty years 
or so. * The Grand Trunk Road has been extended from the 
Ganges valley to Peshawar, good metalled arterial and district 
roads have been driven over the plains and through the hills of 
everV part of India, and thousands of miles of serviceable kacha or 
non-metalled roads and useful bridle-tracks have been made. There 
can be no question that every district in India has immensely 
increased the amount of wheeled transport within its limits, even 
during the past two or three decades, and the extent of this 
expansion is a measure of the growth of India’s road-system and 
of its economic value to her people.’® 

^,^26. The main features of India’s road system. — ^'I'here exist at 
present four great trunk roads stretching across the country, with 
which most of the important subsidiary roads arc linked. The most 
famous of the trunk roads is the ancient marching route for armies, 
known as the Grand Trunk Road, which stretches right across 
the northern part of the country from Khyber to Calcutta; the 
other three connect Calcutta with Madras, Madras with Bombay 
and Bombay with Delhi. These four main roads accounted for 
about 5,000 out of the 82,284 miles of metalled roads in British 
India in 1935-6. Southern India is most favoured both as regards 
the number and the satisfactory character of its subsidiary roads. 
The worst-served regions are Rajputana, Sind, parts of the Punjab, 
Orissa and Bengal. ^arseness of. population, unbridged 

^ Agricultural Commission Report^ p. 370. 

* See Roa 4 Devslopmmt Committss R sporty par. 17. 

• India in 1926-7, p. a6i. 
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and unbridgeable waterways, difficulties of the ground and lack of 
suitable road materials are some of the obstacles that have prevented 
more rapid progress. Besides metalled roads there» is a very large 
mileage of feac/w' (unmetalled) roads in British Jndia, being 224,433 
milos in 1^35-6, some of which provide quite good going for motor 
traffic during the dry .weather. 

On the whole, however, the total mileage of 306,717 of metalled 
(82,284) and unmetallcd (224,433) roads in 1935-6^ must be regarded 
as meagre considering the continental dimensions of the country. 
Jt would be reasonable to say that India’s road system even before . 
the advent of motor transport was 'Jiltogethcr insufficient for her 
needs. 

This tleficieiK'v- of roads is keenly felt in rural areas in respect 
of smaller feeder roads connecting wdth trunk roads or the railway 
line, and many a village continues to be inaccessible “^nd is denied 
facilities of communication. 

Apart from the inadequate equipment of the country in the 
matter of roads and, at any rate until recently, the lack of system 
and continuity in the road programme, another unsatisfactory feature 
is the fact that existing roads have been allowed to deteriorate in 
recent years. Thi 5 deterioration has been most marked in the case 
of roads maintained by local bodies. Their poor resources ^lave 
been mainly responsible for this state of affairs. We must, how- 
ever, reckon with a new factor in the situation, namely the astonish- 
ing rapidity with which motor traffic both of private cars and 
especially of the public motor omnibus has sprung up all over India 
in recent years, thus creating an entirely new range of. probiems 
of road construction and maintenance. It is true that the motor 
lorry has scarcely affected the use of the bullock-cart for .the 
conveyance of agricultural produce and ijianufacturcd articles, even 
over long distances, owing, inter alia, to the difficulties presented 
by the hopeless condition of many roads and the presence of many 
unbridged rivers even on the arterial roads, and the competition of 
railways. But as these difficulties are overcome, we may expect 
a considerable part of the goods traffic to be captured by mechanized 
transport, especially iii view^ of the improvements that are taking 
place in the technique of the trucks. This development is especially 


* Out of the total road mileage (306,717 in 1935-6) in British India, 48,129 
miles of roads were maintained by the Public Works Department, 20,642 by 
municipalities and 237,946 by District and Local Boards. See Statistical Abstract 
for British Irtdia (1935-6). Table No. 232. 

* The Agricultural Commission point out that while there are 80 miles 
of roads per 100 sq. miles of area in the U.S.A., there are on|y 20 mites of 
roads per 100 sq. miles of area in India (Report, par. 299). 



Transport 


201 


likely in hill tracts, where railway construction would not be 
economical, but a motorable road is possible. In the vicinity of 
large towns, again, motor transport has another opportunity in 
respect of carriage# of perishable goods. 

§27. Need for more roads* — ^We need hardly stres# the impor- 
tance of good road communications in a continental country with 
predominant agricultural interests and with its industries struggling 
to develop. As the Agricultural Commission remark, ‘ Transporta- 
tion is an integral part of marketing, and modern commercial deve- 
lopment tends everywhere to enhance the value and importance t)f 
good road communication.* India has a large volume of internal 
and external trade capable of considerable expansion in the future. 
Also, the provision of good communications is the surest way of 
stimulating agricultural production and raising the standard of life 
in rural areas. Incidentally it will lessen the constant strain on the 
health and .stamina of draught animals and increase their efficiency. 
Again, roads w^ill be of particular assistance for the development 
of industries connected with the preparation of agricultural produce 
for export or internal consumption. Thoy will also facilitate the 
decentralization of industries — the undue concentration of which at 
present is a source of many of their difficulties, especially in con- 
nexion with labour-supply and housing. They will bring within 
the bounds of possibility the establishment of ‘ garden factories 
and thus evolve the form of industrialism most suited to the needs 
of the Indian worker w'ho thrives best in a rural environment. The 
example of foreign countries should serve both as an encouragement 
and a warning. The United States and Denmark owe not a little of 
their prosperity to their excellent system of communications and 
ntfechanized transp)ort. On the other hand, the blighting influence 
of poor*communications is illustrated by Russia, w’hich, in spite of 
great agricultural resources, has been at times scarcely able to 
feed the# population in her towns and industrial areas, w^hile the 
w’heat has been rotting in her rich southern fields. Lastly, the 
large forest w’ealtji of India can only be exploited effectively with 
the help of suitable foad transport. 

§28. Roads versus railways. — ^Though a considerable expansion 
of railways has been planned for the near future, it is hardly 
likely ’ that for many years to come this vast country w'ill be 
provided adequately with railways as judged by its needs and 
the standards attained, in many foreign countries. In order to 
open up the hinterland and link it with the large industrial 
centres and ports, reliance will have to be placed to a very great 
extent on roads. A network of arterial and feeder roads is what 
the country requires. No doubt the construction of roads involves 
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heavy initial expenditure and further expenditure for maintenance 
and repairs from year to year. The railways are, however, an even 
more costly form of inland transport, at any rate, for local traffic. 
For relatively lighter traffic and for short diftances the road is 
probably mT)re suitable, especially as it can be cdnstructed almost 
anywhere at a considerably lower cost than a railway.^ At the 
same time it must be remembered that conditions of weather in 
India, often alternating between extreme dryness for many months 
of the year and continuous and heavy rainfall concentrated in a 
sHort period, render the maintenance of roads capable of carrying 
heavy motor traffic extremely expenstvc, and thcr advantage here 
would probably be 'on the side of railways. Generally speaking, 
however, road transport will be cheaper than railway transport, as 
it does not require stations, sheds, signals, sidings, etc. ; nor 
does it involve any loss of time at the termini with ’their special 
charges; nor encounter problems of carrying half-empty wagons, 
and of allowing a good deal of rolling stock to remain idle, and 
so forth. It has, however, been pointed out that the cheapness 
of road transport is in sofne measure due to the fact that the heavy 
cost of maintaining roads suitable for mechanized transport has to 
be borne at preseifl mostly by the general taxpayer, while the 
railvrays themselves have to pay for the whole cost and upkeep of 
their permanent way. But even if motor traffic is made to bear 
a substantial part of the charge of maintaining the roadways, road 
transport will generally retain the advantage of greater cheapness. 
This applies, as already stated, to lighter traffic and short journeys. 
On the other hand, the railways will hold their own and will be a 
more convenient and economical form of transport for heavy loads 
and longer distances, owing, among other things, to their much 
smaller running charges. Over a certain part of the field, roads 
and railways are alternative and competitive. Over another not 
insignificant part, however, they are complementary and mutually 
helpful. This point has been well put thus. ‘ The road system 
links up the cultivator’s holding with the local markets and the 
nearest railway station, while the railway provides the connect- 
ing links between the area of production and consumers at a dis- 
tance, and between the manufacturer in the town and the cultivator 
who purchases his ploughs, his fertilizers, or his cloth. 'Without 
good roads and sufficient roads, no railway can collect for transport 
enough produce to render its operations possible, while the best 
of roads canifot place the producer of crops in touch with the 

* In days to come the aeroplane will have no rival for the quick transport 
over thousands of miles of light and valuable good«. 



Transport 


303 


consumer.*^ There is therefore no reason to suppose that the 
national investment of some Rs. 800 crores in railways is likely to 
be jeopardized^ by the extension of road communications. In fact, 
as the Railway Board's Memorandum to the Road Development 
Committee pointy out, railways in India have always been acutely 
conscious of the lack of roads to feed them.^ No doubt, a certain 
amount of competition betAveen railways and roads cannot be 
avoided, and the railways in India are feeling the pressure 
of this competition, not only in the neighbourhood of large cities 
and suburbs, but also in other parts of the country where motor 
services run parallel to or short-circuit railway routes, as between 
Poona and Ahmednagar. The general policy adopted by the railway 
administration is to afford to the public an equal or better service 
than road transport can give, while taking full advantage of the 
additional business brought to railways by such motor transport as 
can act as feeder or distributor. Motor services have often been 
started because the railways have failed to meet the public demand 
in some way or other. Their competition has thus been sometimes 
advantageous from the public point of view in so far as it has 
forced the railways to attend better to the needs of the public. 

§29. Counter-measures to meet road competition. — Among the 
methods of meeting road competition are railway omnibus services 
such, for example, as those run by the East Indian Railway, 
self-propelled coaches like the sentinel services and shuttle trains, 
time-table adjustments, cheap return tickets, quotation of special 
terms for marriage parties, special trains at concession rates, 
greater publicity for railway services, facilities and charges.® The 
Wedgwood Committee recommend a series of counter-measures for 
dealing with road competition. As regards passenger traffic, they 
favour faster passenger trains, better connexions, more intensive 
services, and improved amenities for lower-class passengers. They 
deprecate any wholesale reduction of fares to meet road competition. 
Fares slTould only be reduced locally to meet specific cases of 
diversion or threats of diversion, Indian railways should do more 
to develop traffic* thcough booking agencies. As regards goods 
traffic, the Committee recommend faster goods trains, more expedi- 
tious handling of goods, simplification of clerical formalities, 
development of collection and delivery services, use of containers 
and of railway-owned refrigerator trucks, etc. As modern 

^ Agrkidtural Commission Repoftt par. 312. 

® Mt is indeed somewhat incongruous that there should be nearly 40,000 
miles ol railway in India, while the total mileage of surfaced roads in British 
India is only 59,000/— Itood Qeiftlopment CommitUe Report (iqaS), |Mur, 36. 

® Roport of the Railpfay Board on Indian Railways (t93d-7)« 
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conditions demand quicker transit, it is desirable for railways to 
sacrifice full wagon loads or train loads in the interest of better 
service. A general reduction of rates to meet road competition 
would involve the, railways in a heavy loss of revenue. The rail- 
ways, should, therefore, continue their policy of judicious reductions 
in individual rates. ^ 

§30. Transport co-ordination policy. — ^While it may thus be 
difficult to arrange for a policy of co-ordination between the two 
forms of transport, it is possible to adjust new programmes of road 
aqjd railway extension in such a way that roads may serve rather 
as feeders frf the railways than competitors for such traffic as the 
railway is capable of handling more efficiently and economically, and 
to avoid in India the senseless and wasteful competition between 
rail and motor traffic that is today taking place in many European 
countries. Funds available for capital expenditure on transport 
should be largely devoted to the construction of roads in such a 
way as not to duplicate existing transport facilities, precedence 
being given to the construction and development of non-competitive 
roads in areas with little or no transp>ort facilities. Careful co- 
ordination is necessary to ensure the allocation to each different 
form of transport service of work for which it is best suited. The 
Mitchell-Kirkness Refwrt recommends for this purpose the creation 
of a Central Advisory Board of Communications in the provinces 
and Divisional Committees in the Commissioners* Divisions. This 
Report was the result of an inquiry which was conducted during 
1932-3 by a small committee of two officers, Mr K., G. Mitchell, 
Road Engineer with the Government of India and Mr L. H. Kirk- 
ness, Officer on Special Duty with the Railway Board, into existing 
road and railway competition. Their Report suggests a better 
<'ontrol of motor transport as one of the methods of making thlls 
('c)inpetition fair. It further recommends: (i) the zoning oTF motor 
transport on parallel competitive routes within a range of about 
fifty miles; (ii) the operation of motor transport by certain railways 
on roads parallel with railw ays ; (iii) revision of the system of taxing 
motor transport: and (iv) review of pending railway projects in the 
light of recent developments in motor transport.* The Road-Rail 
Conference \vhich was convened, in pursuance of the recommenda- 
tions of the Mitchell-Kirkness Committee, at Simla in April 1933, 
adopted resolutions relating to questions concerning the co-ordination 
of effort between the various authorities responsible for the 
development and control of the different forms of transport so as to 


Indian Railway Enquiry Report, pars. 169-89. Scp also §31 below. 
See MiteheU^Kifkness Report, p. 24. 
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reduce uneconomic competition between them. Among other 
methods the Conference favoured the removal of the statutory 
embargo on certain railways operating road motor services, the 
grant of monopolies of road transport serviced with a view -to 
developing ruraf services, and the creation of machinery at the 
centre and in the provinces designed to secure the co-ordination 
proposed. The Railway Act was accordingly amended in September 
i933» empowering railways to run motor services in conjunction 
with rail transport. A Transport Advisory Council consisting of 
the Ministers in charge of roads in the various provinces or thfiir 
representatives, .with one or** two Council advisers, has also been 
recently (1935) formed. Its function is to arrive at a considered 
statement of road policy which might be generally acted upon by 
the provinces for the furtherance of the co-ordinated development 
of road, rail, and other forms of transport — a purpose of the 
very highest importance for the economic development of the 
country.^ 

§31. Wedgwood Committee on rail-road co-ordination. — ^Thc 
Wedgwood Committee recently (1937) examined the question of the 
co-ordination of rail and road transport. The Committee find that 
regulation of road transport by Provincial Governments is inadequate 
and that conditions arc chaotic. The policy hitherto followed by 
the Provincial Governments encourages an unorganized and in- 
efficient type of road transport whose competition will cripple the 
railways without providing a trustworthy service on the roads; 
whilst on the other hand, the control exercised by the Central 
Government on the expenditure on roads from the Road Fund 
(see §§34-6 bel(jrw) can only be made effective by delaying or 
restricting the provision of an adequate road system, which is a 
public need of the first order quite irrespective of the railways. In 
this way, a continuance of the present policy seems certain to give 
India thg worst of both worlds — ^unprosperous railways and inade- 
quate roads.* Effective co-ordination can only be brought about by 
operating both r^^ad and rail transport as public services. The 
committee do not agfree with the view expressed by critics of the 
railways that regulation of road transport is advocated merely for 
the sake of protecting the railways. Proper regulation of road 
transport is necessary^ not only in the interest of safety but also to 
guide its own developAient along sound and economic lines. It 
is also desirable that the railways should be protected against unfair 

‘ For an instructive discussion of the question of co-ordination see S. K. 
Guha, Problems of Transport Co-ordination in India. 

• Report^ par. 138. 
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and uneconomic inroads by a new competitor. The regulation of 
roads should be carried out by Provincial Governments in accor- 
dance with uniform principles enacted by the Central Government. 
No restrictions, hoVever, should be imposed on Boad transport which 
would unfairly hamper its development. Measures of regulation 
should be common to .buses and lorries in the interest of public 
safety, and should cover the following conditions: fitness of vehicle^ 
prevention of overcrowding and overloading, speed limits, limitation 
of hours of duty and fitness of driver. Licenses should be issued 
iif accordance with public need so as to avoid excessive provision 
and maldistribution of road transport facilities. Passenger services 
should be regulated by a system of route-licensing, and time-tables 
and fares should be fixed. The Committee recommend a system 
of regional licensing for goods vehicles and suggest statutory 
provision in order that goods rates may be regulated at some 
future date. The same system of regulation should be applied to 
private lorries as to public lorries. Legislative effect should be 
given to these recommendations by means of a mandatory act; 
failing that, the Motor Vehicles Amendment Bill should be passed 
as quickly as possible. Police control for enforcing provincial rules 
should be strengthened and the provinces should aim at uniformity 
in the taxation of motor vehicles. 

The "VA^edgw^ood Committee strongly recommend participation in 
road transport by railways and to this end propose that railways 
should have full powders to run road services, to invest money in 
or enter into working agreements with road transport' undertakings 
and to arrange road transport services through contractor’s. The 
railw’ays should immediately examine the possibility of passenger 
and road services and place their proposals both as regards 
competitive and feeder services before the Provincial Governments. 
Finally the Committee urge the importance of voluntary co-ordina- 
tion between railways and the more responsible element^ in the 
road transport industry.^ 

§32. Regulation of road motor traflBc. — In the light of the 
recent report of the Jlotor Vehicles Insurance Committee, the 
Wedgwood Committee, and consultations held w ith the various Pro- 
vincial Governments, as well as the third Transport Advisory 
Council, a comprehensive Rill has been framed and referred to a 
Select Committee of the Central Assembly (March 193S). 

The Bill (Motor Vehicles Bill) has two main aspects, (i) regulating 
and (ii) co-ordinating. Its general scheme is that control of 
transport vehicles carrying passengers or goods for hire or 


■ Indian Railway Inquiry Committee Reportf pars. I3$*d7. 
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otherwise should be in the hands of transport authorities 
constituted for specified areas within the province, and that 
for the purpose of co-ordination, hearing appeals, etc., there 
should also be constituted a transport authority .for the province. 
All motor vehicles must be covered by a permit • issued by 
the transport authority of an area, and the holder should be 
required to observe certain well recognized conditions, such as 
satisfactory maintenance of the vehicle, the observance of prescribed 
speed limits, and the avoidance of overcrowding the vehicle or 
overworking the drivers. The constitution of the provincial 
authority is permissive. It may be required for purposes of co- 
ordination, or to* settle differences between regional authorities, or 
to increase control over through routes. 

In granting permits for motor buses and taxis the transport 
authorities are required to l)ear in mind certain general guiding 
principles, viz. public necessity and convenience, the prevention of 
uneconomic competition, and the suitability of the rpads to carry 
the forms of transport seeking permits. In the case of public goods 
traffic, the principle adopted is, that, while the transport of perishable 
goods by road over short distances, in order to avoid the delay and 
damage caused by terminal transhipment, should not be interfered 
witl> long-distance traffic should be left primarily to railways. 
It is provided that a route-permit holder, in return for the 
security given to him against unreasonable competition, should 
maintain a regular service, i.e. have the responsibility of a 
public utility ^rompany. Power is to be given to the regulating 
authorities to fix minimum and maximum rates for traffic on the 
roads. 

A notable feature of the Bill — and the one which has caused 
the most acute controversy — is the provision relating to compulsory 
insurance of motor vehicles (after 5 years) in respect of third party 
risks. This provision may be welcomed in view of the numerous 
motor aceidents on roads in this country and is essential for 
enforcing the social responsibility of public carriers. 

It is provided that motor licenses should be valid throughout 
British India, without detriment to the right of a province to fix 
its own motor taxation. Applicants for new licenses would be 
required to pass a special prescribed test. 

Although some of the features of the new Bill have given 
rise to controversy it is non-contentious in principle and has been 
rightly described as a * highway code ’. ' There is a welcome and 
growing recognition of the necessity of evolving order out of 
chaos and of devising measures for a co-ordinated system of 
trao£^x>rt. 
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§33. Indian Road Development Committee. — The rapid exten- 
sion of motor traffic in India in recent ycars^ has led to a growing 
realization on the part of the Imperial and the Provincial Govern- 
ments of the necessity of a comprehensive road programme to 
co-ofdinale» local programmes and evolve a comni^on policy. Road 
Boards have already been established in Bombay, Burma, Madras, 
the Punjab, and the Onited Provinces. These Boards are mainly 
advisory, except in the Punjab and Burma, where they are also 
entrusted with the distribution of grants-in-aid from provincial 
fgnds. In November 1927, the Government of India appointed the 
Road Development Committee, consisting of fourteen members of 
the Central Legislature and presided over by Mr M. R. Jayakar. 
The CoiJi.^iittec' were asked to make recommendations on (i) the 
desirability of developing the road system of India; (ii) the means 
by which such development could most suitably be financed ; and 
(iii) the co-ordination of road development and research and road 
construction by the formation of a Central Road Board, with due 
regard to the distribution of central and provincial functions. 

§34. Road finance. — As the Indian Road Development Com- 
mittee observe, ‘road development in India is passing beyond the 
financial capacity of Local Governments and local bodies, and is 
becoming a national interest, which may, to some extent, be a 
proper charge on c(*nt ral revenues *. The central revenues benefit 
from the development of roads, not only through enhanced railway 
receipts, but also through customs and excise receipts from motors 
and motor spirit, which are rapidly expanding. • A well-balanced 
scheme of motor taxation should include duty on motor spirit ; vehicle 
taxation ; and license fees for vehicles plying for hire and the 
proceeds should be spent on road development. It has been 
suggested that a reclassification of roads should be made so as* to 
transfer some of the local roads to the category of arterfal roads, 
and thus reduce the burden on local bodies and enable them to 
devote more attention to feeder roads and roads of purely local im- 
portance. As the Road Committee point out, the iniquity of causing 
the smaller units of government to bear all the cost of main road 

' In 1036-7 the numbor of motor cars imported into India was 12,930 
(including 0,160 motor omnibuses and vans). The peak of motor car imports 
was reached in 1928-0 with n total of 19,657 (including 12,790 omnibuses, 
etc.). The total number of all classes of motor vehicles running in British 
India up to the end of March 1937 was 171,463 (including 40,941 lorries, 
buses, etc.). Review of the Trade of India (1936-7), pp. 60-2. 

^ It is estimated that motor transport contributes about Rs. 830 lakhs annually 
in the shape of taxation of which Rs. 100 lakhs is credited ^ to the Road 
Development Account through petrol taxation, Rs. 430 lakhs goes to the centra] 
revenues, and Rs. 300 lakhs goes to the provincial. State and local revenues. 
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improvements seems to be recognized all over the world. The local 
bodies also require more liberal financial assistance from provincial 
funds. The adoption of tlie above recommendations made by the 
Road Committee would indirectly benefit village roads by the release 
of provincial revenues and local funds, vrhich are now being spent 
on main roads to meet the requirements of motor transport. 'The 
Road Committee also favour contributions by the railway admini- 
stration towards the construction and maintenance of feeder roads, 
'file Committee depr(*catc the lew of road tolls on any traffic (except 
tolls on bridges where a definite service is provided to replace a 
ferry or a bad river-crossing) as being obstructive to a rapid form 
of road transport and as causing harassment to traffic of all kinds. 
They should be replaced, where necessary, by a less vexatious 
form of taxation. The Agricultural Commission recommend the 
revival of the old system of corporate labour of the village com- 
munity which may receive financial assistance from the Government, 
provided it is prepared to do its part of the job. 

It remains to consider how far road development may properly 
be financed from loans. The Agricultural C^ommission express the 
view’ that the policy of road development would be miu'h better 
carried out if, instead of relying solely on current nvenues, loans 
wer|' raised for financing nmd programmes, 'riiey hold that in 
view' of the qunsl-permanent character of the roads and the works 
connected wath them, the annual amount required for the amortiza- 
tion of provincial loans raised for this purpose should not be a 
heavy charge on the resources of a provinc'e for the upkeep of 
local village roads. ^ The Road Ctmimittee hold that the propriety 
of Raising such loans must be decided by each Lu( al Government 
for itself according to its circumstances. Tliey deprecate large 
sc 4 icmes of road CNpansion financed by loans, for the service of 
which provincial revenue might be mortgaged for long p(‘riods 
while other departments of the Government which ma\ not he less 
important may be starved. They recommend that only construc- 
tion or reconstruction should be financed from loans; that loans 
should be for shor.t periods; that there should be revenue clearly in 
sight to cover not only the interest and sinking fund charges, but 
also the cost of maintaining the road when constructed, and that 
constructi()n from loans should preferably be confined to the more 
permanent parts of a project such as a bridge, the life of which can 
be estimated with fair accuracy for the calculation of the sinking 
fund, while the cost of maintenance is small. The Road-Rail 
Conference of 1933 recommended that a comprehensive plan should 


14 


* Agricultural Commission Report^ par. 30^. 
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be drawn up with a view to exaiTiininf*^ tlie possibility of development 
of both main and subsidiary roads from loan funds witliin the limit 
of the resources available for maintenance (sec also §37 below). 

^35. The new road policy. — In accordance wit'h the principal 
recominendalum of the Road Committee, the ‘Indian Finance .Act 
of March 1929 introduced an increase in the import and excise 
duties on motor spirit •from 4 to 6 annas per j^allon (from which 
an additional revenue of Rs. 94 lakhs was received in the year 
1929-30). Sir B. N. Mitra tabled a resolution in the Assembly on 
II September i<)29, in atvordance with the recommendations con- 
tained in paragraphs 70 to 79 of the Road (\>mmittee*s discussions. 
The principal features of the ('onvention embodied in the above 
resolution are as follows: — (i) To ensure some continuity in road 
prof^ramnn''!, tiK* increased duties on m<ytor spirit shall be maintained 
for a p(M iod of live years in the first instance, (ii) The proceeds of 
the additional duty during the same period shall bi* allotted as a 
block .i>Tant for (‘xpenditure on rtiad diwelopment to be credited to 
a separate road developmcMit aci'ount, the unexpended balances of 
w'hich shall not lapse at the end of the financial year, (iii) 'ffie 
annual ^rant shall be divided as follows: — (a) 'flie Government of 
India shall retain ten per cent as reserve for two years ending 31 
March 1931, and the fjosition shall be reviewed thereafter. F^om 
this reserve special j^rants may be made, wdiere for some reason there 
is need for spe<'ial aid, for example for projects beyond the resources 
of local Governments or tliose that concern more than one pro- 
vince or State, or a brid^^e over a river on a provincial or State 
boundary, (h) Out of the remainder (i) an apportionment shall be 
made amonj:^; the provinces in the ratio which the consumption of 
petrol in each province bears to the total consumption in India in 
the preceding^ calendar year; (2) the balance representing the con- 
sumption of petrol in minor provinces, administrations and Indian 
States shall b(‘ allotted as a lump sum to the Government of India, 
(iv) Grants shall be made to each province for expenditure on such 
schemes as are approved ((‘xcept in the case of Burma) by the 
(iovernor-General-in-Gouncil with the advice of tjie Standing Com- 
mitt(‘e for Roads, fv) .A Standing Committee for Roads shall be 
constituted .every year, consisting of certain elected and nominated 
members of both the Houses of the Indian Legislature, under the 
chairmanship of the member of the Governor-Generars Executive 
Council in charge of the department that deals with roads. This 
Committee shall advise the Governor-Gencral-in-Council on all 
matters relating to roads including central research on roads, and 
any action to be taken by the Government of India on the proceed- 
ings of the periodical road conferences, (vi) All proposals for 
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cxpeiiditijra from the annual grant or its accumulated balance shall be 
submitted fpr approval to the Finance Sub-('ommitlee, consisting 
of the Chairmap of the Standing C'ommittec for Roads and of its 
members who are a[so members ot the Legislative Assembly. 

'J'his convention was adopted by the Assembly at 'the Lk?llii 
Session (February-March 1930) for a period of five >ears. 

The Road Committee do not recommend reliance on a Central 
Road Board with executive powers administering a separate road 
fund. They are also opposed to the creation of a separate 
^ elaborate Central Road Department as unnecessary and also ivh 
leading to undue interferent'e with Local (lovernments. The 
necessary co-ordination can best be eflected through a periodical 
road conference of representatives of the (Government of India and 
Local (Governments, who would meet from time to time to exchange 
views on matter'-, of common concern. 'Ihe C'ommittee further 
recommend the appointment of a Road haigineer to the Govern- 
ment of India wlio should als(' ac't as .'>ecr(tary to the road 
conference. The (Government of India an* asked to ret'onsider the 

recommendation of the A( .vortli Railwav ('ommittee and the 

•• 

Inchcape Retrenchment ('ommittee in faxour of the constitution of 
a Central Communications Department to ensifi*e a single policy 
in Aspect of the development of roads and railways.’ 'J his 
recommendation was reccntl) (November 1937) given effec't to in 
connexion with the reshuffle of Government ol India Departments. 
The new Department of Communications in charge of the new' 
Member for Oommunications has taken over railways, posts and 
telegraphs^, civil aviation, broadcasting, meteorology, roads, ports 
and inland navigation. 

^§36. Financial position of the road account. — ^^riie total revenue 
during the first five years of the Road Development .Vccount 
amounted to Rs. 518 lakhs. The revenue actually credited to the 
account (up to 30 September 1933) before the close of the year was 
some Rs.%60 lakhs. After deducting 10 per cent for the reserve, 
the balance available for distribution was Rs. 414 lakhs. Of this 
Rs. 344 lakhs was* distributed to the ten Governors’ provinces, 
the individual shares varying from Rs. 75 lakhs for Bombay 
and Rs. 60 lakhs for Madras and Bengal, to about Rs. 9 lakhs for 
Assam .and Rs. 8 lakhs for the North-West Frontier Province. 
The expenditure in the nine provinces excluding Burma was about 
Rs. 192 lakhs. In addition to this, on account of the prevailing 
financial position, five Provincial Governments were permitted to 
borrow about Rs. 55 lakhs from their share in the account. The 


' Sec Road Development Committee Report, pars. 87-qo. 
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unspent bahiiu e (al)oiil Rs. 97 lakhs) was carried forward. Out of 
the reserve, Rs. 5 lakhs was set aside for grants for road 
experimcnls and resi‘arch. The appropriations to^the Road Fund 
were Rs. I5() lakhs in 1934-5, Rs. 129 lakhj; in 1935-6, Rs. 140 
lakjis (re\^sed) in 1936-7 and Rs. 14 1 lakhs (Budget) in 1937-8. 

S37. New road resolutions. — (i) The probationary five years 
for which the road account was first instituted came to an end in 
1933-4. recommended by the Road-Rail Conference after con- 
sultations with Provincial Governments, a new resolution governing 
the road account was adopted by the Central Legislature in April 
^934» ^'hich placed the account on aMUore or less permanent basis. 
It increased the re.serve at the disposal of the Government of India 
from ten to iifteen per cent so as to enable them to deal more 
liberally with the less developed provinces. It provided for the 
service of loans for road development and in special cases for the 
maintenanc'e of roads constructed from this account or from loans 
as admissible (hari^cs on the account.’ 

(ii) On the recommendation of the 'I'ransport Advisory Council 
a new Road Rc'solution regarding the allocation of grants from 
the Road PTind to the Proxinces was rec(‘ntl\ (February 1937) passed 
by the Central Assembly. 'Phe main changes arc as follows : fa) 
The shares allocated for expenditure in the Governors* Provinces 
xvould in future be retained by the Governor-General-in-Council until 
they were actually required for expenditure in order to en.sure 
prompt utilization of the money placed at the disposal of the 
provinces, (h) The Central Government has been empowered to 
resume the whole or anv part of the sums which the Central 
Government might hold for expenditure in any province if the 
province delayed without reasonable cause to utilize its share in the 
Road Fund for the jiurpose of road development, (c) But the most 
imp)ortant change is effected by the (dause which authorizes the 
Governor-Gencral-in-Council to resume the share of the province 
if it fails to take such steps as he might recommend for the 
regulation and control of motor vehicles within the province. This 
last provision has given rise to acute controversy and is resented 
bx the provinces as amounting to unwarranted interference in their 
road policy by the Central Government, in order to protect the 
budgetary position of the railways. Sir Frank Noyce, speaking on 
behalf of the Ontral (iovernment, argued that it was not inequitable 
to attach conditions to the grants made from the Road Fund, to 
prevent the funds being used by the provinces as they liked. The 
object of the resolution was to secure a balanced system of 


India in 1933-4, p. in. 
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('omniunications.^ (d) I he provision in the earliei lesolulion allowing 
the use of the Road Fund lor defraving the charges on road loan 
has been discontinued (without prejudic'c to the existing tomniit- 
nients) w^ith a view ^ to the impending- inauguration orf F^rovincial 
Vutonomy. 

Although this latest lesolution on the Road Fund indicates the 
possibility of a clash between the Cential (jo\einment and tiu 
piovinces, no great fiiction need necessatiK oeeui since undei the 
ingenious financial scheme of Sii Otto Nieme\er, the picwinces aic 
.interested in the soI\(‘n(\ of the railways and in taking measuret 
lor not allowing^ motor traifsport seiiously to damag-e railwa\ 
cMinings. (See eh \i.) 


WxiER Tkwsport 

^38 (1) Inland waterways. — With lelerenee to India the dis- 

cussion of the subject of watei transport nia\ (onvenienth fall 
Linder two broad divisions: (i) inland waterwa\s, and (ii) marint* 
transport. 

India is not favouied b\ iialuie to the ^ame extent as Faigland 
WMth rivers which sci\e the pin pose of natural waterways. We 
have ahead} noted the contrast in this respect between the liveis 
Ml northern India and those of the peninsula - It is stated that 
there are about j6,ooo miles ol n.ivigabh* watciwacs in < on- 
ncxion with the gieat liver svstems of northern India. The Indus, 
the Ganges, the Rrahmapiitra, and the Iriawaddx aie navigable bv 
steamers all tife year lound, or for the gieatcr pait of the \cai, 
for hundreds of miles above their mouths or above the heads of 
navigable canals traversing their deltas. Thus the Indus is eon- 
staiitly navigable as high as Dera Ismail Khan in the North-West 
PVontier Provanec, 800 miles inland. Its tributaries, the Chenab 
and the Sutlej, arc open to small craft all the }ear round. The 
Fuleli Canal and the Fast Nara may be regarded as navigable 
branches of the Indus. The Ganges is navdgable as high as Cawn- 
pore, and steamers pass up the (lOgra as far as Fyzabad, though 
the development of rail traffic has led to a considerable decline 
in the steam navigation on the Indus and the ITppcr Ganges. The 
Rrahmapiitra is navigable by steamers as high as Dibrugarh, and 
there i& steam navigation on its tributary, the Surma, as far inland 
as Sylhet and Cachar. The Hooghly is navigable all the vear 
round up to Nadia and further up from July to October. 

' As Sir James Giigg pointed out, it was impossible for the Govemnient, 
with a capital of Rs. 800 crores invested in the railway system, to subsidire 
unconditionally a competing form of transportation 
* Vol. I, ch. ii, Sio. 
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'File rivers in the peninsula do not, however, lend themselves to 
navigation. Ac'cording’ to seasons they either flow in torrents or 
are reduced to mere strinj^s of pools amidst a wilderness of sand 
or deep gforg-es, .makings navifjation impracticaj^le. The rocky beds 
ant^ swift floods of some of the rivers, like the Narbada and T*apti, 
are insuperable obstacles to navij^ation. The Mahanadi, the Goda- 
vari and the Kistna are indeed navig^able in their upper reaches, 
but the traffic on them is not very considerable. 

In addition to these somewhat restricted facilities for river 
traffic in the country, there are all round the coast innumerable 
small rivers, creeks and ba('kwater5> affordinjj facilities for water 
transport which are fully utilized by small native craft; but outside 
the z(Mu- of such operations inland navif^ation is practically confined 
to the deltas and valleys of the ^reat rivers which form the natural 
waterways of the country. 

Inland navig-ation was larg^ely resorted ti^ in the old day.s and 
there was a considerable volume of river traffic in the time of the 
Mauryan and the Mogul empires. For example, the Ganges was 
the great natural highway of commerce, and on its banks flourish- 
ed several towns like Mirzapur, which was a great centre of trade 
between central Iivdia and Bengal. Since the advent of railways, 
however, inland navigation has received a set-bac'k. As the Indus- 
trial Commission point out : * In the absence of a representative 
specially charged with their interests (that is, those of the existing 
w'aterways) the vested int rests of the railways have prtwented 
waterways in India from receiving the attention that 'has been given 
to them in other ('ountries w’ith such satisfactory results.’’ rThe 
Acworth Committee also repeat the viewv that w^ateiAvays have 
suiTer(‘d by unfair I'ompetition on the part of the raihvays, ^nd 
they cite the case of tlie river port of Broach in Bombay and the 
Buckingham Canal in Madras in support of their contention. 

At one time there was a good deal of agitation in favour of 
navigable canals.^ Sir Arthur Cotton, * the architect of the 
magnificent Kaveri and Godavari works ’, prepared an ambitious 
scheme of navigable canals, which w^as put before a Parliamentary 
Committee in 1872. He contended that water-carriage facilities were 
more suitable for India and less expensive than raihvays — which 
then seemed to have failed miserably — and had the further^ advan- 
tage that they could sometimes be combined with irrigation. ‘ The 
principal lines of navigation which Sir Arthur Cotton recommended 
were (i) from Calcutta to Karachi up the Ganges and down the 

* luduxtrial Cow mission Report , par. 270. 

* St*o Butt, op. cit., pp. 2^77 • 
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Indus; (ii) from C'oconada to Surat up the C'lodavari and down the 
I'apti; (iii) a Jinc up the Tun^abhadra to Karwar on the Arabian 
Sea; and (iv) a* line up Ponangf, by Palag^hat and C oimbatore.’ He 
estimated that a liipital outlay of not more tlian ;^3o,ooo,ooo 
w'oiild be required to eonstrurt all the necessary navigable 
canals. The selnmie was suffered to be dropped, however, because 
of the heavy expenditure it entailed, and even mcTre because it w’as 
difficult for Knfjlishmen to understand the value of canals in India, 
as experience in their own country seemed to decide the rase in 
• favour of railways. The opposition (m the part of the railways fn 
India was also tuiother factor which counted. 

The construction of navigable ('anals, either in conjunction with 
irrigation or for transport pure and simple, did indeed appear 
particularly attractive at a time when the railways A\ere a losinj>f 
concern. Mu('h of the enthusiasm for it, however, was lo.st with 
the turn in the tide and the commencement of railway profits at the 
be^inninfjf of the present centur\. 'fhere are only a few' navigable 
canals toda\, such as the (lang^es Canal from Hardwar to Cawm- 
pore, and the BuckiiifJ^ham Canal paralltl to the east coast in 
Madras. The numerous irrigation canals already referred to are 
for Jthe most part not suitable as waterways. 'I'he two types of 
canal cannot often be well combined together. Generally speak- 
ing, navij>ation cannot be maintained during the season of short 
supply of water without dt'triment to irrigation. Irrigation canals 
are moreover usually shallow' and circuitous in their course and 
pass through sparsely populated rural regions to .serve the needs 
of Cultivation. Canals for navigation iniisi, on the other hand, 
pass through industrial and commercial centres in order to attract 
a sufficient volume of business. Conditions are, however, more 
favourable in the .deltaic tracts of Bengal, Orissa, Sind and 
Madras. In eastern Bengal particularly there is considerable scope 
for connqpting the canals .so as to improve the navigation facilities 
in connexion with its great river system. 

In spite of the jjhysical limitations imposed upc>n inland naviga- 
tion in India there still appears to be some room for improvement 
in the existing w'atcrways. 'Fhe Indu.strial Commission recommend 
that the Government of India should take up the question and see 
to it that the railway and w'atervvay administrations work iergether 
harmoniously for those parts of the country which are served by 
both, and that the proposal of forming a Waterways Trust should 
receive careful consideration.* Inland waterways, properly de- 
veloped, would relieve any congestion in the raihA’ay .system and 


' Industrial Commission Report, par. 270. 
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serve the needs of small-scale transport in the country. It may 
also be possible to adapt at least some of the irrigation canals to 
the needs of navigation.^ 

(ii) Marine transport. — As regards ejUernal water tr^^ns- 
port* idlhoiigh India docs not possess the advanfages of England 
with her indented ('oastline and natural harbours, she occupies a 
maritime position of considerable importance. As S. N. Haji re- 
marks: ‘ A country set like a pt‘ndant among the vast continents of 
the Old World, with a coastline of over 4,000 miles and with a 
ptoducliveness of numerous artick^s of great use*, unsurpassed else- 
where, is by nature mcvint to be a seafaring ('oiintry. Her ports 
are adequate in size and numbers Ic? me(‘t the various requirements 
of her products. 

Perhaps the pic ture is drawn Immc' in excessively bright colours 
and does not give suflicient weight to Ii'‘dia’s deficiency of natural 
harbours. At the same time, as already pointed out, she may well 
aspire to become one of the principal carriers of the world on 
account of her extensive seaboard and her favourable position in 
respect of the rest of tire world. Till about the beginning of the 
nineteenth century, India could be spoken of as a great seafaring 
country. ‘Ship-buifdii^g was in so (*xccllent a condition in Ipdia 
that ships could be (and were) built which sailed to the Thames in 
company with British-built ships and under the convoy of British 
frigates. The Go\Trnor-Gcneral in t8oo, I'eporting to his masters 
in Lcadenhall Street, London, said: “ 1 'he port of Calcutta contains 
about TO, 000 tons of shipping, built in India, of a description calcu- 
lated for the conveyance of cargoes to England.*’ The ’leak\ 0 ood 
vessels of Bombay are greatly superior to the oaken ” walls of 
old England. *'* 

Spreaking of the period at the death of Akbar, Moreland points 
out that the great bulk of the commerce in the Indian seas was 
carried in ships built in India, and that India had a<'so great 
passenger ships much larger than any in contemporary Europe with 
the exception of the ships built by the Portngjuese. 

The introduction of. iron-built ships, however, deprived India 
of her differential advantage in respect of plentiful supplies of 
excellent timber. The rapid improvement in naval architecture and 
the introduction of mechanized sea transport, the jealousy of the 

* Mr. Neogy moved in the Assembly in January 1930 tin* consideration of 
a Bill to amend the Inland Steam Vessels' Act. The amended Act, as passed 
by th9 Assembly and accepted by the Government, seeks to ' develop Indian 
inland water transport by fixing maximum and minimum rates. 

“ Economics of Shipping, pp. 365-6. 

* Digby, Prosperous India ^ pp. 85-6. 
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British shippinfj interests and the operation of the British Navig^a- 
tion Acts, which were applied to India as she came more and more 
under British control, may be regarded as the chief causes which 
led to the decay of# Indian shipping.^ 

§40. The difficulties of Indian enterprise in shipping*. — ^\Vc*may 
now proceed to indicate the position held by Indians in the coast- 
wise and the oceanic trade of India. The total value of our coastal 
trade in 1935-6 was Rs. 161*85 crores as ('ornpared with Rs. 209‘2C) 
crorcs in 1928-9. Rough calculations show that about 5,000,000 
tons is annually carried by ships engaged in the coasting trade 6f 
India. This volume is capable of further extension if harbour 
facilities are improved and the co-operation of raihvays ensured. 
The growth of an Indian mercantile marine ('ont rolled predominantly 
by Indians ought to stimulate the coastwise trade, as also the 
present Government policy of improving harbour facilities, evidenced 
by the schemes of development at Vi/agapatam and Cochin. 

The total \alue of the sea-borne trade of India in merchandi.se 
and treasure was estimated at Rs. 646*19 crores in 1928-9. It 
has .seriously declined in rec'ent years as wa have already seen owing 
to the c'c'onomic depression. Its total value in 1936-7 amounted to 
onl]^ R.s. 375*92 crores. Confining ourselves only to the five prin- 
t'ipal ports of India, namely Karachi, Bcmibay, Rangoon (before the 
separation of Burma on i April 1937), Madras and Calcutta, where 
nearly five-sixths of the trade is concentrated, about 12,000,000 
tons per year is c'arried. In spite of this big volume of trade the 
Indian share* in it is almost negligible. It has been estimated 
that the .share of Indians in the coasting trade amounts to only 
25 per cent, and in the oceanic trade, only about 2 per cent. In 
tc) 36-7 the percentage share of British vessels engaged in the 
foreign .sea-borne trade whic'h entered at ports in British India was 
64*7 of the total tonnage. The British Indian share w’as o'8 per 
c'ent, foreign 33*9 per cent and native craft o*6 per cent. The 
corresponding shares of \essels wdiich ck'ared at ports in British 
India were 64*8, i*i, 33*5 and 0*6 per cent re.spcctivcly. 

As the above figures show', even of the paltry two per I'cnt 
of the trade in the hand.s of Indian.s, nearly one-third is 
accounted for by small native craft. Nor is there any evidence of 
progress from year to year. All this means the loss of a highi}* 
remunerative branch of business to the country. The total shipping 
earnings have been estimated at Rs. 57 crores, of which 50 crores 
is carried aivay by foreign steamship companies (9 crores in coastal 


‘ See Digby, op. cit., pp. 87-g and Malaviya's Minute of Dissent to the 
Industrial Commission Report^ pp. 200-300. 
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traffic, 38 crorcs in sea-borne traffic and 3 crores in passenger 
business). ' 

'Die partial inonopoly of the coastal trade which fs controlled by 
a ‘ Conference * (5f a few large British navigation companies Jias 
created a very uncomfortable position for Indian ' shippers as well 
as shipowners. As the substantial profits of over twenty per cent 
on the paid-up capital earned by these companies, at any rate 
between 1901 and 1925, show, fairly high freight rates are being 
charged to the shippers, which ultimately have to be borne by the 
lAdian consumers. Moreover, as the Fiscal C'ommission point out, 
the great disparities of rates between th(‘ charges «n goods shipped 
from one Indian port to another and those on goods conveyed 
between India and foreign countries handicap Indian goods in trans- 
mission in comparison with goods from and to foreign countries, 
and neutralize the natural protection which an industry might expect 
to receive in its own country by reason of the distance of foreign 
manufacturing centres. But even more serious evils of this foreign 
control of the coasting trade of India arc those connected with 
the organized and successful attempts made by this Conference to 
suppress indigenous shipping enterprise in its infancy by methods 
which may be held to result in unfair or cut-throat competition. 
The two most important grievances of Indian shipowners arc: 
(i) the deferred rebate system** and (ii) rate wars. 

{>41. Deferred rebate, rate wars, etc. — The deferred rebate 
system has been explained thus : ‘ The shipping companies issue a 
iiQtice or circular to shippers informing them that, *if at the end 
of a certain period (usually four or six months) they have ‘not 
shipped goods by any vessels other than those dispatched by mem- 
bers of the Conft'rence, they will be credited with a sum equivalent 
to a certain part (usually ten per cent) of the aggregate freights 
paid on their shipments during that pericxl, and that this sum will 
be paid over to them, if at the end of a further period,, (usually 
four or six months) they have continued to confine their shipments 
to vessels belonging to members of the C'onferencc. 'Phe sum so 
paid is known as a d.eferred rebate.’'* This .system is designed 
to ensure the continued * loyalty ’ of the shipper to the Conference, 
and deprives him of all freedom with regard to the shipping of his 
goods. It also places a powerful weapon in the hands hf the 
Conference for throttling any indigenous shipping enterprise. The 

’ .Sec Haji, Economics of Shipping, pp. 317-32, 375. 

* Fiscal Commission Report, par. 31. 

® For a fuller (Icscrlplion of this system and shipping; rings see Haji, 
op. cit., ch. V. 

* ibid., p. 126. 
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Fiscal Commission strongly recommend legislation on the lines 
followed in other countries against this system, ll is not a valid 
objection agaigst this to point out that the deferred rebate system 
acts equally powcrfylly against new competitors of every nationality 
and not only against those of India. The point is that it hurts 
Indian shipping seriously. Besides, competitors of other than 
Indian nationality can usually count on support from their own 
Government in the form of subsidies and direct bounties for ship- 
building; their coastal trade also is generally reserved for them. 

As regards the British shipping companies, they already occuf)y 
a position of substantial, prTictic'ally unchallenged, supremacy and 
some of them are further helped by Government patronage in India 
in rc.spect of mail subsidies and the carriage of Government stores. 
No such Government assi.stancc has been extended to indigenous 
shipping. In addition to the deferred rebate system the foreign 
shipping rings also use another weapon, namely heavily under- 
selling the Indian competitors with a view’ ultimately to raising the 
rates to a higher level than before, after the rivals have been 
ousted. It is no matter for surprise, therefore, that attempts made 
by Indian enterprise during the last thirty-five years or so to enter 
into the promising field of shipping have, generally speaking, ended 
in Trretrievable failure, and most of the companies formed for the 
purpo.se have been driven to liquidation. Another handicap under 
w'hich Indian shipping enterprise is .said to labour is the unfair treat- 
ment meted out to Indian shipping companies by European 
insurance corftpanies, Avho, it is alleged, put into the second class 
even thqsc Indian ships that are regarded as first-class risks by 
experts in London, solely on the ground of their Indian ow’nership. 

, Other disadvantages of the foreign monopoly in shipping may 
be briefly noticed. The foreign shipping companies often neglect 
the comforts of the deck passengers on the coastal ships, and their 
grievances have formed the subject of inquiries by several Com- 
mittees. .Vlso, though the crew’S of the coastal and ocean-going 
steamers are largely Indian in composition, the number of Indians 
occupying the higher posts is negligible, and very few" of the foreign 
shipping companies have hitherto showm any readiness to entertain 
Indian apprentices and afford facilities to them for qualifying as 
executive officers and engineers on the ships. 

§42. The position of the Indian ship-building industry. — The 
Indian ship-building industry is In no better position than Indian 
shipping. It is stated that the number of ships of a hundred tons 
gross or over built in the Avorld in the ten years previous to the War 
waS‘ nearly 17^000, their total gross tonnage being something over 
28,000,000. These figures will have to be considerably increalsed td 
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arrive at the total tonnage of the same description built to date. 
The total contribution of India, before and after the War, amounts 
to only twenty-two ships. ^ Competition with non-Indian ship- 
builders is only practicable at present for smjvJl vessels owing- to 
the (Kjrst of ‘bringing out such vessels to India, which is large in 
proportion to their price^. Klsewhere the foreign ship-building yards 
hold undisputed sway. There are no suitable ship-building yards in 
India for large ships, and the few repairs shops that exist are 
controlled by non-Indians. . 

• §43 The need for an Indian mercantile marine. — 'Phe arguments 
adviinced in favour of extending special protection to these 
industries aim at showing tliat they satisfy the conditions laid down 
under the policy of discriminate protection. Thus it is argued that 
India posses.ses undoubted facilities for shipping and shipbuilding, 
also that elsewhere, for (‘xample in Japan, the United States and 
(ierniany. State intervention has been the prime factor responsible 
for endowing these countries with powertiil mercantile marines within 
a remarkably short period. Even England’s maritime greatness is 
often attributed in part tg the protection derived from the Naviga- 
tion Acts, which were in operation for well-nigh two centuries before 
they w’ere repealed fowards the middle of the last century. T^astly, 
the collapse of most of the attempts made* by Indian shipping 
enterprise to contest foreign monopoly, even in home waters, has 
l)een naturally offered as a convincing argument for determined 
State intervention. 

The great need for a mercantile marine in India is fcasily proved. 
Apart from the removal of the handicaps already mentioned under 
which Indian shipowners, shippers and passengers are labouring 
at present, there are several other positive advantages to be coi;\- 
sidered. The value of a mercantile marine as a naval auxiliary and 
a second line of defence in times of w’ar is universally recognized, 
and as India has now- laid the foundation of her owm Royal Indian 
Navy she cannot afford to neglect this aspect of the question. 
Again, India’s coastal and foreign sea-borne trade is sufficiently 
large in volume to keep an Indian mercantile marine busy. Her 
dependence on foreign shipping companies — the inconvenience of 
which was brought home particularly during the War, when there 
was a great shortage of tonnage — is an clement of weakness in 
her economic position as also in that of the Empire at large. 
Moreover, the proper development of a mercantile marine will open 
new avenues of employment to Indians. Navigation, marine 

‘ For the various forms of State aid to indigenous shipping and ship- 
building In these and other countries, see Haji’s pamphlet, State^Aid to 
National Shipping. 
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engineering- and insurance are highly remunerative branches of 
business, but today their doors are practically barred and bolted 
against Indiai^s. The argument that Indians have no aptitude or 
liking for a sca-gping career is unconvincing .and is belied by 
India’s record in the past. It is also unfair (o urge it since.little 
chance has so far been given to Indians to prove their fitness. It 
is further useful to remember that, not very long ago, a similar 
charge used to be made against the Germans, who, as everybod) 
now agrees, are secomd to none in the ^qualities required for sea- 
manship. And it is significant that the Mercantile Marine Commit tiee 
do not anticipate any difiiciflty in getting educated men of good 
character as apprentices to the sea if the prospect of ultimate 
promotion as officers in the mercantile marine is held out to them. 

§44. The Mercantile Marine Committee ( 1923 ). — In response to 
the persistent agitation in favour of an Indian mercantile marine, 
the Government at last made a move in the matter, and appointed 
the Indian Mercantile Marine Committee in February 1023, to 
consider and report what measures were neiM'ssary for the promotion 
of the Indian shipping a.id shipbuilding industries. The main 
re('ommendations of the Committee may be summ<'d up as follows: — 
(i) In order to provide both for the training and future employ - 
meht of the officers indispensable for the formation of an Indian 
mercantile marine, a training ship and tender should be established 
at Bombay by the Government. (The Government accepted this 
recommendation and the Royal Indian Marine vessel * Dufferin \ 
refitted so as*to enable it to take in cadets, is now^ being utilized as 
a Vi^ining ship for officers and engineers of the Indian mercantile 
marine.) (ii) For the training of marine engineers provision should 
bp made at the colleges of engineering, and facilities should be given 
for further experience at sen. (iii) The coastal trade should be 
reserved for ships which arc to arrange for eventual Indianization 
as regards ownership and controlling interest. This is to be clTected 
by the introduction of a .system of licenses or permits as in Australia. 
The following qualifications should be laid dow’n for eligibility for 
a license to a shipping company: — (a) that it is registered in India, 
(b) that it is owned and managed by an individual Indian or by a 
joint stock company (public or private), which is registered in India 
with a rupee capital and with a majority of Indians on its direc- 
torate and a majority of its shares held by Indians ; and (c) that the 
management of such a company is predominantly in the hands of 
Indians, (iv) In course of time other conditions should be laid down, 
for example, that the officers and crews should be entirely Indian, 
and that the ships applying for licenses should have been built in 
India. Also, from a certain date to be specified by the Government, 
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all ships should be required to ^*ivc an underlakinjf regarding the 
employment of Indian apprentices and the gradual Indianization of 
their ollicers’ and engineers' posts. The licensing . authority may 
also be vested with power to take such steps, with the approval of 
the fiovernment of India, as may be considered advisable to deal 
with deferred rates, rate wars or any other conditions which act 
as an undue restraint orn trade, (v) Arrangements should be made 
by the (iovernment of India to purchase one of the existing British 
lines operating on the coast as a going concern and appoint directors 
t(fc control it, the majority of w'hom should be Indians. Eventually 
the ownership cif vessels in this line ' should be transferred to ap- 
proved Indian owners with a view' to the concern ultimately being 
placed in the hands of Indian companies, (vi) The question of 
granting navigaticjii bounties to purely Indian shipping companies 
in respect of overseas trade to other countries should be favourably 
('onsidered as soon as a sufficient number of trained Indian officers 
are available and Indian shipowners have proved efficient in manag- 
ing and running coastal steamers, (vii) In case the license system 
recommended by the Committee is found to be inconsistent with 
the British Merchant Shipping Act of J884, resort should be had 
to a system of bovintics on navigation to all Indian-owned and 
Indian-managed ships, and the grant to them of mail contracts and 
preference for the carrying of Government stores, (viii) ('alciitta 
should be developed as a centre of self-propelled shipbuilding, being 
most suitable owing to its vicinity to coal- and steel-producing 
districts and the greater experience than any other 'Centre which 
it commands. The Committee recommend that protection should 
be given to the industry in the form of construction bounties 
so as to make up the difference between the minimum cost of 
produc'tion in India and abroad, subject to a maximum of twenty-five 
per cent of the price abroad, (ix) The establishment of a ship- 
building yard by an Indian company^ may be aided by the Govern- 
ment by (a) cheap loans and assistance in acquiring a suitable 
site; (b) extension of Government and Port IVust patronage on 
certain terms regarding the cost, and (c) legal provision that when 
such a suitable shipbuilding yard is completed and established, all 
ships seeking a license on the coast should also be required to have 
been built in India, (x) Expert a.ssistance from abroad foe ship- 
building should be invoked to start with. India must, however, 
establish schools and colleges in the country itself for the study of 
naval architecture as in England. In this matter she must follow 

* The late .Sir Lalubhai .Samaldns preferred that shipyards should be laid 
tiut and run by the Government, to be s()ld later on by tender as i;oing 


concerns. 
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Japan and the United States, and Indians should be sent to Britain 
to lake instruction in the schools and shipyards there, so as to 
enable them to become teachers and leaders in the industry after 
they return. Tn the meantime the colleg-es of eng-ineering- should 
be strengthened and* provide for additional post-graduate, courses in 
naval architecture. 

^45. The Bill for reserving coastal traflSc for Indian shipping. — 

Except for the establishment of the training ship ‘ Dufferin \ the 
(iovernment failed to give effect to any of the other important 
recommendations of the Mercantile Marine Committee. Thereforjj, 
• in the September session of 1928, Mr Haji moved his Bill in the 
iVssembly for the*rescrvation of coastal traffic. This made provision 
for seventy-five per cent of the stock to be vested in British India 
nationals. In the case of a joint stock company, corporation or 
association, the ('hairman of the board ol directors, and not less 
than seventy-five per cent of the number of members of the 
managing finii, and of the directors of the board \\eri‘ to be British 
Indian subjects, 'fhe Bill furlher laid down that seventy-five per 
cent of the voting power was .to be vested in British Indian subjects. 
It provided for a system of licenses to be “issued by the Governor- 
(leneral-in-Council for engaging in the coasting .trade of India. A 
five-jear period was laid down in the Bill for the gradual reservation 
(jf the coastal trjiffic in the manner above indicated and penalties 
were provided for the ('ontraventiom of the provisions of the Bill. 

The principle of reservation of coastal traffic contained in the 
Bill has been adopted by practically all nations aspiring . to 
develop their own mercantile marine, and India naturally desires 
to t*akc a leaf out of their book in this matter. Too much 
importance should not be attached to the argument that the Bill 
involved racial discrimination, because this type of discrimination 
has come to be regarded as falling wdthin the range of those 
permissible actions to which a nation has a moral right to re.sort, 
although ithey may be Inconvenient to others. Discrimination is 
essential in order that India^s legitimate ambition to have her 
own mercantile marine should be fulfilled, and, as such, it must 
be accepted as a disagreeable necessity. While, like every other 
measure of protection, the reservation of the coastal traffic for 
Indian ships is bound to be expensive for a time to the country, 
its justilfication is the familiar one, namely the confident expectation 
that protection will before long be unnecessary, for under its 
influence Indian enterprise wdll soon be in a position to serve the 
needs of the country much more effectively than is the case today. 

Regarding the treatment of existing vested interests, leaving 
aside the drastic step of expropriation, one of two methods might be 



224 


Indian Economics 


adopted, fiither the existing lines might be bought over by the 
Government with a view ultimately to handing them over to Indian 
companies, or they might be offered the option of undertaking 
gradually to Indianizc themselves within a period of five years or 
so, ^so as to make them eligible for operating on the coast. • The 
period proposed in the Hill was five years. This provision has been 
objected to as iiuoK'ing expropriation.^ Expropriation, however, 
means deprivation of ownership without adequate compensation, 
and it may be asked whether it is not loo strong a word for with- 
(^rawal of trading facilities from a foreign carrier who has been 
allowed to enjoy them so far as a matter of grace, and who cannot 
now claim th(*m as a matter of right. A proper respect for vested 
interibi^ may require some extension of the proposed period of 
five vixns, but it cannot, in the long^ run, prevent the complete 
reservation of eoastal traffic for Indian-controlled vessels. After 
all, it must be remembered that coasting trade is a domestic pre- 
serve under international law, and in this matter Indian interests 
ought to be considered first and last. 

The C'oastal Reservation Bill emerged from the Select Com- 
mittee in April ic)2() with ci'rtain alterations. The Indian Shipping 
Conference, whichtuiet at Delhi on 3 and 4 January JQ30 under the 
presidency of the Viceroy, and which was attended by the ropre- 
sentatives of British and Indian companies engaged in the coastal 
trade of India, was not able to reach any agreement owung to 
fundamental differences between the representatives of British and 
Indian interests. The (xovernment of India took upon themselves 
the responsibility of determining the luture course of action. Th^'y 
subsequently declared that they could not move in the matter until 
the whole question of discriminatory legislation and the commercial 
relations between India and Great Britain, w'hich was then before 
the Round 'Fable Conference, had been decided. The Committee 
of the whole Conference, at their meeting on iq January 1031, 
included the following paragraph in tin* Report of the Minorities Sub- 
Committee : ‘ At the instance of the British commercial community 
the principle was generally ag-reed to that there should be no dis- 
crimination between the rights of the British mercantile community, 
firms and companies, trading in India, and the rights of Indian- 
born subjects, and that an appropriate convention based on reci- 
procity should be entered into for the purpose of regulating these 
rights. 


* Sir Gforgr R.iiny’s Minute of Dissent to the Select Committee Report. 
“ Indian Round Tahir Conference Sitb-Commitlee's Report , p. 49. 
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§46. The Bill for the abolition of the deferred rebates system. — 

Mr Haji also introduced in the Delhi Session of the Assembly 
(February 1929) a Bill for the abolition of the deferred rebates 
system in Indian C9astal shipping*, intended to be complementary 
to the Coastal R,eservation Bill. While this Bill was designejJ to 
keep shipping earnings in India, the Deferred Rebates Abolition 
Bill would ensure a fair distribution of business among the Indian 
shipping companies once coastal trade was reserved. Mr Haji 
pleaded that the latter Bill was not to be regarded as contingent 
on the passing of the former but was required immediately to meet 
conditions actually prevailing* The abolition of deferred rebates 
would mean the end of monopolistic shipping combinations whether 
composed of non-Indian companies or Indian companies or both, 
and would inaugurate a new era, in which, so far as the coasting 
trade of India w'as concerned, an opening would be provided for 
the entry of new Indian companies by doing away with the existing 
shipping monopoly. Sir George Rainy, the Commerce Member, 
criticized the Bill on the ground that it did nothing to stop the rate 
war and that the deferred reh'^tes system had been helpful in ensuring 
a regular service, stability of freights anJ equality between large 
and small shippers. He suggested that, as in tho case of the Straits 
Settlements, an arrangement should be devised whereby the shippers 
would be free to leave the Conference once in three years without 
loss of rebate. The C'ommerce Member also urged that the Bill 
should wait at least till the House had decided one way or the other 
on the Coastal Reservation Bill. 

j^egislation of the type discussed in this and the previous section 
will hereafter have to reckon with the provisions with respect to 
discrimination in the Government of India Act of 1935, 'vhich 
we have already summarized (see vol. I, ch. xiii). Under these 
provisions it will not be possible to discriminate against British 
steamship companies operating in coastal winters (see sections 113 
and 1 15 bf The Government of India Act, 1935). 

As regards the ship-building industry we are in agreement with 
the recommendations made by the Mercantile Marine Committee 
to promote it and think that they should be put into execution 
without any further delay. 

§47*. attempts at regulation of coastal traffic. — Recently 

(September 1937) a non-official Coastal Traffic Bill introduced in 
the Central Assembly by Sir A. H. Ghuznavi, was referred to the 
Select Committee.^ As the mover pointed out, his Bill did not 


' A similar Bill moved by Mr P. N. Sapru in the Council of State was 
rejected by that body about the same time. 

35 
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discriminate between British and Indian shipping. Its object was 
to regulate unfair ccmipetition in coastal waters in the shape of 
rate-('iittinf* or the j^’rant of rebates — a handicap w;hich acts as a 
deterrent Jij^ainst . Indian capital bein|i^ invested^ in coastal shipping’. 
'Fhe* Bill as redrafted b\ the Select Committee empowers* the 
(Vntral (hnernment to deal with unfair competitive methods in 
coastal waters, altcT making inquiries, by fixing the minimum rates 
of fare and freight for the carriag-e of passengers and goods. 
Charging of rates lower than those fixed by the Central Government 
isi made a penal olfence. 'I'he (fovernment of India are opposed to 
the Bill on the ground that it is unneuessar} and impraetic'able. Its 
enactment may be followed b\ a shipping company mania. On 
the othei hand, they are prepared to regulate coastal shipping within 
limits. It is understood that the\ first propose to clear the ground 
In repealing the old Act of 1850, which threw the ooastal waters 
of India open to the shipping of all nations and then to take 
powers to regulate coastal shipping. This move is .specially 
directed against the increased intrusion of Japanese and to a lesser 
extent of German shipping in the coastal trade of India. 



CHAPTER VI 


'IHK TR\DK OF [XDI \ 

This chapter deals with the trade of Jiulia, and foi the sake 
of convenienl treatment, the suhjict ma\ he divided into its main 
branches as follows: — (1) evtcrnal trade consisting of (a) sea-borne 
trade, (/;) entrepot trade, (0 trans-frontiei trade; and (ii) interivd 
trade, including^ Jnland and c#astal trade. 

Fxtfrwl Trxoe 

§1. An historical retrospect. — ^'I he earl\ histoiv of Indian trade 
ma\ be dismissed bii<‘M\, our piimarv coiuiun beinj^ with its diwelop- 
ment in the modern period since the middle of the* last eenturv . 
'rh(*re IS ample evidence of Indi-'c’s trade i(‘latic'ns in ancient times 
w'ith distant lands. As loni» aj;»o as 3000 b.c., India had trading 
('onnevicMis with Bain Ion. Fgvpti.m mimimi(‘s belonj^'inf^ to 2000 
R.c. are supposed to have been iound wrapped m Indian muslin ot 
the finest quality. * 'fhere was a ver\ lar^e ('owsumption of Indian 
maifulactui es in Rome. Ihis is confirmt‘d In the elder Plinv who 
c'oniplaincd that vast sums of money were anmiallv absorbed In 
tommeice in India. 'Plie muslins of Dacca were known to the 
(irc^eks under the name of Amonj* other countries 

with whom India traded were China, Persia, and \iabia. The 
traeje ol India, as indeed all ancient trade, was in rare and costly 
('ommodilies ol comparative!} j^ieal value in small bulk, in contrast 
with the present-day trade c'haracten/cd b\ transpoi't over lar^e 
distanc'cs of cheap and bulky ccmimodities caterinj^ for the needs of 
the masses. Ti re priiu^ip al articles of export were textile manu- 
factu res, metalware, ivorv , perfumes, dve-stuffs. spices, etc, and 
the imports c'onsisted of minerals, of wdiich there was a deficiency 
in India, sTich as brass, tin, lead, and also w incs, horses, etc. 
'THere was a net import of a large quantity of gold which sugge«^s 
an excess of exports over imports — a feature which has all along 
cRaracteri/ed India’s trade with other nations. There was also a 
certain amount of entrepot trade chiefly in silks and porcelain 
previousU lmp>orted from China, in pearls from Ceylon, in precious 
stone.s from the Indian archipelago. This entrepot trade mav be 
taken as a token of India’s po.sse.ssion of a fleet of merchantmen. 

During the Mohammedan period, which may be said to have 
commenced from the eleventh century, certain new influences came 


* Malaviya’s Minute of Dissf^nt to the Industrial Cofumis^ion Report, p. 205. 
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to act upon the foreign trade of India. The early Mohammedan 
period being more unsettled than the preceding Hindu period must 
have adversely affected India’s trade development, ^ On the other 
hand, the commiuiications established with India through the north- 
west frontier stimulated the overland trade of India. As Moreland 
points out, there ANcrj* two regular routes on the frontier, from 
Lahore to Kabul, and from Multan to Kandahar. ‘ Kabul was a 
large commercial centre, and a meeting-place for merchants from 
India, Persia and countries to the north, Mhile it lay on the route 
frtDrn India to the main caravan road between western China and 
Kurope ; Kandahar is the doorway frt:)m India to, the greater part 
of Persia, and both routes carried a considerable volume of traffic 
when jud^^cd by standards appropriate to the conditions prevailing 
at the time. Moreover, the means of transport in the Mogul 
period were more satisfactory than before. There were a number 
of fairly good roads. Again, the river-systems of the country, 
especially in the north, were fully made use of for the purpose of 
trade, and there w’as also a brisk commerce on the coastline of 
India. Moreover, the patronage of the Mogul courts imparted 
a considerable stimulus to Indian industries, particularly to those 
which produced luxury goods. The shipping trade was largely 
controlled by the Moslems, especially on the Malabar coast, ind, 
to a lesser extent, in the Gulf of Cambay and the Coromandel coast, 
which later came to be largely in the hands of the Banias and 
Chettiars. Malabar was the great entrep6t for almost the whole 
trade of the Indian seas coming from the Far East and the Red 
Sea, Calicut being the principal port for this trade. Dpring.the 
Mohammedan period the general course of trade remained un- 
changed and ‘ Gibbon’s mordant aphorism “ that the objects ,of 
oriental traffic Avere splendid and trifling ”, is in substance as appli- 
cable to the sixteenth as to the second century *.* The imports w'ere 
principally gold, for coinage and display; horses were imported in 
large numbers ; and metals, such as copper, tin, zinc, lead and 
quicksilver; also luxuries like amber and precious stones. In pay- 
ment for these imports India sent out her various textile fabrics, 
dye-stuffs like indigo, opium and other drugs, pepper and a few^ 
minor spices, etc. 

Towards the end of the fifteenth century came the epoch-making 
changes in the trade routes owing to the discovery of an all-sea 
route to India via the Cape of Good Hope, which established the 
fateful contact between the East and the West. Till then the direct 


'■ India at the Death of Akhar^ p. 219. 
* ibid, p. 196. 
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trade with Europe had passed on the Indian Ocean as far as Aden, 
was then unloaded in the Gulf of Suez and carried by land and 
water to the IVtediterranean Coast. It was thence taken up by the 
Italian traders of Venice and Genoa, who sent it further west by 
sea, or to Antwerp by land over the Alps and then down the* Rhine, 
at that period the chief distributor for western Europe. It was 
tlie pro.spect of annexing* the large profits of* this trade at the cost 
of their enemies, the Venetians, and of propagating the Christian 
faith, which inspired the Portuguese quest for a sea route to India. 
^ We are not concerned hero with the subsequent rivalry among tl^e 
various powers of w’estern Europe, the Portuguese, the Dutch, the 
English and the French, nor with the ultimate triumph of the 
English and the establishment of their pow^r in India. We have 
already said that it was the linens and calicoes, the jew'els and 
embroideries, woollen and silk manufactures, and not the raw 
materials, which attracted European traders to India and supplied 
the basis for the lucrative trade of the East India Company, securing 
for it the virtual monopoly of trade w'ith the east owning to the 
elimination of the compelitior of the French after the Seven Years’ 
War. There was at one time considerable opposition in England 
to the trade of the Company with India, since* Indian imports of 
calict)es and spices, for which there was an insatiable demand in 
England, had to be paid for by an export of specie to India,’ 
wdiich was a poor market for the English w’oollens. This agitation 
became so keen towards the end of the seventeenth century that, 
from that tim« onw^ards, the use of Indian textiles w'as penalized 
in ^gland either by complete prohibition, or heavy import duties. 
We have already stated that the commercial instincts of the East 
India Company led it at first to encourage Indian industries, on 
w*hich its export trade depended, but that the pressure of the vested 
interests in England led to a reversal of this policy in the eighteenth 
century, and India came to be looked upon primarily as a valuable 
source of* raw materials necessary to develop the manuf.actures of 
England, which w’ere rapidly expanding during the period of the 
Industrial Revolution. We have also referred to the various cau.ses 
of the decay of the indigenous industries of India and traced the 
process of ruralization during the latter half of the nineteenth 
century, 

All this did not fail to’ exercise a far-reaching influence both on 
the direction and the nature of India’s foreign trade. The first 

^ The acquisition of the Diwani of Bengal and the vicious system of 
investments (purchasing goods for export out of the Indian revenues) consider- 
ably reduced the export of bullion to India and lessened the opposition to the 
Indian trade. 
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h.'ilf of the ninclcTiUh century witnessed a rcMiiarkablc change in 
the character of the trade between India and England. Hence- 
forward, India began to receive those very commodities as im- 
ports which had^ hitlierto bulked so largely in her export trade, 
naniely, cortton maniifa('lures and sugar. 'I'he Lancashire cotton 
industry had so de\ eloped that by the middle of the centurv 
imports of lotlon piece-goods represented about half the total 
imports of foreign merchandise into India. ^ 

^ 2 . India’s trade from 1864-5 onwards. — ^'I'he year t86c), when 
tjje Suez C'anal was thrown open for navigation, marks for all 
practical purposes the beginning of tlv modern period in the histoiw 
of India’s trade. The most striking cltaracteristic of this period 
is the ‘^t**ady growth in tlie volume of the export and import 
'Hie following figures (in lakhs of rupees), giving tFie 
value of men'handise (including (h)vernment transactions) during 
the last seven years A\ilh quinquennial averages for the past seventy 
years, are of interest in this connexion.'* 
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These figures show that exports increased from an average 
annual value of Rs. 55*86 crores for five v'ears of trade during 

* C. W. E. ('niton, flandhooh of Commercial Information for India, p. f)5. 

* The causes of the decline in the value of India’s foreign trade in recent 
years of economic depression are explained below. 

* Review of the Trade of India (1936-7), p. 176. 
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18O4-5 to i86cS- 9 to 353 31 t'rorcs, wliich \\,is tht* quinqut'nnial 
avriaj^c for the pi nod 1924-5 to 1928-9. Durinj^ the same period 
imports rose ip \aliie from 31*7 to 251 erores.^ 

'File ('liief rause^ ol this j^rowth nin\ now bi; brief!) indicated. 
The establishment ol peace aiuL order ''ith the piac'tical completion 
of the Rritisli ('onquest of India b) the middle of the hist century 
supplied tlie much needed security of file and properl) for the 
de\elopmenl ol commeri e. Impioved means of ('ommunicalion also 
opened up ihe e(ninlr) far jmd ^vide lor iriule. Fhe pari pla)ed 
b) the lailways and loads has .dieadv been noticed in the li^st 
chapter, to which ma) be added the infliii'nce ol the development 
of telegraphic and postal i ommunii'ations. I Ik' most important 
sin^le^ cause was~t 1 u^ op(‘nin^ ol the Sue/ ’ C.mal, which broujrht 
India nearer to Eni>land by about 3,tx)o miles. 'J'he canal rehabi- ^ 
litated the Mediteri anean loute to the Hast and f*ave n(*w opportuni- < 
ties to countries lacintj the Medilerrane.in, such as l«'rance, Austria 
and Ital). Ihe iitilit) ol this route was immensely improved by 'I 
the laying of the Anbuxaiip c cables betvieix^n Bomba) and Sue/. ^ 
This, together with the ^’eat impiovement in naval architecture 
and the rapid ^lowlh of mercantile marine losteri‘d by various 
lountries, ^a\e a j>real fillip to India's trad(‘ wkh distant lands and 
perlnanentl) re\olurK)ni/(‘d its \olume and chaiacter. 'fhe greater 
part of India's exports i ame to consist of articl(‘s of considerable 
bulk and comparatively low \alue, which 1 011 Id now be transhipped 
cheaply over thousands of miles so as to satisi) the j^^rowing’ 
international •demand lor them. Eood-sluirs like wheat, rice and 
ter^, and^ raw materials such as lotton, jute, oil-seeds, hides and 
skins came t(7 be exported m ever increasing quantities,- and they 
vxere paid lor by the imports of nitaiufactures, such as cotton 
piece-goods, machini'r), hardware, railwa) mateiials, glassware, (*tc., 
from England, and later from other countries like (lermany, the 
United States and Japan, where striking developments in manu- 
facturing induslr) were taking place. \nother factor which gave 
an impetus to the trade ol India v\as the adoption qf the policy 
of uncompromising free trade, 'fhe numerous internal customs 
barriers and transit duties v\hich‘liad so long impeded trade were 
swept awav by 1853. The principle of free trade vxhich had carri‘*d 
all before it in England about the middle of the last century 

' Ser .ilso The Eioiiowti Rfsounes of the Enipiie, iilili*il I)) W. \Vc>is\vick, 
.'irticlp by II. A. E. Limis.iy, the Iniiian 'frado CommissinntT. 

* The agricultural policy of the Ooxernment in Indi.i was then largely inspired 
by the idea of stimulating the export of Indian ngriculiural produce, and the 
big irrigation schemes undertaken in the Punjab, the I’nitrtI Prtndnces and 
Sind were to u large extent in furtherance of this polity. 
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was applied unhesitatingly to India. Almost all the export duties 
were abolished by 1874, and the discrimination in favour of British 
against foreign shipping was removed. Free tr^de, however, 
scored its greatest victory when, under pressure from Lancashire, 
all ipiport duties with a few trifling exceptions were swept away 
in 1882.^ 

We may in this connexion notice the deliberate and organized 
efforts made T)y several countries, such as Germain and Japan,, 
during the twcnt>-five \ears or so preceding the outbreak of the 
AAfar, to establish direct trade relations w’ith India and challenge 
the predominant position occupied by Great Brhain in India’s 
international trade. 'Fhe large share of the United Kingdom® in 
India’s liade during this period is easily accounted for. The 
establishment of the Company’s rule in India, the discomfiture of 
rival European nations and the use of its political power by the 
Company for developing its trade in Indian goods have already been 
noticed. Though the Company’s trade monopoly w’as abolished in 
1813 and full freedom was given to all nationalities to establish 
commercial relations with India, and though all foreign countries 
wTre gradually placed on a footing of equality with England in 
respect of shipping, etc., the British people continued to be in 
practically monopolistic possession of the field until recenWy. 
During this long period the United Kingdom carried on a consider- 
able ejTtj:fip6t trade in Indian produce, distributing it among other 
European countries. The investment of British capital in Indian 
railways and other undertakings and the management of the 
raihvays by British companies, British control of shipping and 
banking, the establishment of trade organizations in the country, 
such as the British export houses and the European (British) 
Chambers of Commerce, and the power of directing the fiscal policy 
of the country, were the principal factors w'hich gave Britain 
the upper hand. 

§3. The struggle for the Indian market. — This supremacy began 
to be gradually undermined in the closing decade of the last 
century. Germany was the first power to challenge it and was 
later followed by Japan, whose interest in the trade w’ith India was 
specially quickened after the Russo-Japanese War. The object of 
these powers was primarily to push the sale of their manufactures 
in India. But the organization created for this purpose also served 

* It is true that the import duties had to be reimposed for revenue pur- 
poses in 1804 owinj^ to the fall in the exchange value of the rupee, which 
subjected the finance of India to a severe strain, but they were maintained 
at the general low rate of five per cent ad valorem. 

* For statistical details see §12. 
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to stimulate Indian exports of raw materials and food-stufFs, which 
these countries required for their own industries. The principal 
methods adopt;ied for this purpose were: (i) the development of 
national shipping s|:rvices, (ii) the establishment of branches of 
national banks, such as the German Deutschc-Asiatische Bank# and 
the Japanese Yokohama Specie Bank, which offered special credit 
facilities to their nationals, and (iii) the establishment of foreign 
commercial houses at the principal centres of traded like Bombay 
and Calcutta. It is hardly necessary to point out that this activity 
had the full sympathy and support of the Governments concerned, 
and their consulates in India •did yeoman service in fostering their 
country’s trade with India. The United States, however, was 
for a long time content to deal with India througJi London, and 
her efforts to promote direct trade relations were until after the 
outbreak of the War not so conscious and determined as those of 
Germany and Japan. 

§4. The pre-War position summarized. — The combined effect of 
all the factors noticed above was seen in an enormous growth of 
the export and import trade of India, though the figures given 
show that the growth did not take place at a uniform pace 
throughout the period rcview'cd. Up to 1873, ^here was a heavy 
increase in exports, especially between 1864 and 1869 owing to the 
American Civil War which led to large exports of cotton at high 
prices from India, while it checked the imports of piece-goods into 
the country owing to the difficulties of England in obtaining the 
usual supply ©f raw cotton. Between 1873 and the end of the 
century trade development was comparatively slow*.- This was 
largely due to certain special factors. In the first place, the rupee 
had been steadily losing its gold value, and fell from two shillings 
in 1872 to about fourteen pence in 1893. The violent oscillations in 
the value of the rupee introduced an element of uncertainty and 
speculation in the foreign trade wdth gold standard countries and 
served to check its normal growth. Moreover, the famine of 1876-8 
and the tw’o others which occurred at the end of the century, and 
the repeated visitations of plague, which first appeared in Bombay 
in 1896, aggravated the situation. Lastly, while the successful 


‘ The* languid interest of f ranee in Indian tradf* is accounted for by th^ 
fact that her exports consisted mostly of luxury articles for which there was 
no large demand in India. See R. M. Joshi, Indian Export Trade, ch. vii. 

* Joshi shows (op. cit., p. 8) that between 1834 and 1855 exports rose from 
8 to 23 crores of rupees, and between 1855 and 1873 from 23 to do crores. 
Between 1873 60 to 100; then till 1899 there 

was practically no rise at all; and it was only betw*een 1899 and 1914 that there 
was the striking rise from 100 to 203 crores of rupees. 
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stabilization of the* rupee at i.s*. ^d. between 1S98 and 1914 

smoothed the course of India’s trade witli gold standard countries, 
the appreciation of the rupee contributed, to some- extent, as we 
have already seen, to the loss of trade in textiles with Japan and 
China. 

I he first lourteeii U’ars of the new century witnessed a 
remarkable expansion of llie foreign trade of India, especially after 
1905. The larg(*st inc'iease was revealed by the five years preceding 
the War, for whicli the ayerage was Rs. 224 23 itoh's for exports, 
aftd 151*07 for imports, as against Rs. 124 92 ('rores for exports 
and 184 08 for imports during the tKe years from 1899-1900 to 
1903-04. During these years the rupe(‘ was almost stable, public 
works such as railways and irrigation were being pushed foiwvard 
with vigour, there Avere no serious famines siu'h as those at the 
end of the previous century, and the virulence of plague A\'as 
decreasing. Moreover, as already stated, (lermany and Japan, and 
to a les.ser extent the United .States, Avere making organized efforts 
to push their trade, which was fast expanding under the stimulus 
of the economic transformation AAhich they Avere undergoing, 
bringing them into line with England as industrial nations. 

§5. Effects of Yhe War on India's trade. — The following tables* 
bring out the effects of the War on India’s trade. 

TARI.E I 

Value (in millions of pounds) of ihe overseas trade in 
total merchandise 





MJ15-H) 1 

7 

t(M 7 -lS 


Imports 

. *-T5 ; 

1 

1 

1)2 I 

1 

1 


J -’5 7 

Exports 

1 ni(i 

1 




1 

170J 


TABLE II 

Value {i}i millifons of poinids) of the overseas trade 
(total merchandise calculated at the prices current inigi^‘T4) 



1 

1 


I c, 1 5-16 

1 ■ 

i()i 7 -it< 

1 ‘ 

! loiJi-io 

1 

Imports 

1 1 

127*5 ' 


j 73*1 

1 1 

02*8 1 

1 

1 

51*9 

4()*0 

Kxports 

, lOO 

1 

IICJ 

1 129*1 

1 

140*0 

1 « 30-6 

**J *5 


.See S. (1. Panandikar, The Economic Consequences of Ihe War, |>p. 44-5. 
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In order to ascertain the effects of the War on the volume of 
trade il is necessary to lake into considerallon the rise in pri('es 
which took place during;' the War years. This paiticularly applies 
to the import's, \\hi(.'h rose in value much more 'than the exports. 
Taking- the prices of exporls and impoits in 1(^13-14 as too, Alnle 
the prices ol imports rose to 268, those of imports lose onh to 150 
in iqi8-it). Jtven takings into consideration onlv the lecoided values 
of exports aiTd impoils, Table I above shems that botli the braiK'hes 
of foreign trade i(‘ceived a set-back on the? outbieak of the War and 
that, while the \alue of the exports lecovered from ic)i6-i7 onwards, 
that of imports -lagg-ed behincl the pre-War vear even so late as in 
iqiff-K). Table II, howeter, shows that there was .1 far mor(‘ 
serious rediK'tion in the volume of ttade, espec'iallv of the impoit 
trade, wdiich detlined c'caitinuously throughout the Wai tears. \Vc 
may now briefly examine the causes which bioiight about this state 
of affairs. 'I lie War led to a complete cessation of trade with the 
enemy countries. The discontinuance of trade with (lerinany w.is 
particularly serious, for she had been India’s b(‘st customer afttr 
( 3 real Britain in tJie pre-War period. \t* the same lime‘ the tiade 
with the allied ('ountiies, like Oieat Hiitain, France, and Belgium, 
could not be maintained at the pre-War le\el owing to their pre- 
occupation with the War. 1 rade with neutral countries was sub- 
jected to restrictions calculated to prevent munitions of war from 
India leaching (fermain through su<'h t ounti ies and to make Indi«m 
supplies solely available for the Mlies. V more distressing factor 
was the sharp rise in freights as a result of ihe disappearance of 
encmiy tonnage from the high seas and the pressure of war rcquii(‘- 
ments on the remainder available. 'I'he tonnage diflicult\ particu- 
larly affected India owing to her being separated by a greater 
distance from wi'stern Furope than other supj)licrs of raw materials 
to Europe like the Argentine, Brazil, Canada, and the United States 
of America. 1'his factor largely discounted the advantage which 
India might otherwise have derived from the great demand in 
Europe for her commodities. The dislocation in the foreign ex- 
changes and the insecurity on the sea owing to the destructive 
activity of Ihe * Emden ’ and the ‘ Kdnigsberg * were also factors 
W’hich disturbed the course of trade. The country, however, soon 
began* to adapt itself to^war conditions. Large quantities of sand- 
bags for trench warfare and hides for the manufacture of boots for 
the soldiers were required, and this greatly stimulated the exports. 
The export trade would have showm an even larger increase had it 
not been for the difficulties regarding export finance arising from 
the curtailment of the .sale of Council Bills, and from Government 
control. Though the import trade did not experience the same 
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revival, the gap caused in the Indian market was partly filled up 
by increased imports from the United States and Japan, who fully 
exploited the situation so created to their own advantage. Thus 
the War affected* Indian trade more adversely than the trade of 
some? other countries like Japan. ‘While India’s' trade w'as pain- 
fully endeavouring, till the cessation of the hostilities, merely to 
recover from the adverse effects of the War, making it futile to 
expect its expansion, Japan’s export trade had more than trebled 
and her import trade had increased 2h times by the time of the 
Aftnistice.'^ 

One welcome feature, however, of India’s War-time foreign 
trade was the increase in the exports of manufactures, whose per- 
centage to the total export trade rose from 22*4 per cent in 1913- 14 
to 36*6 per cent in 1918-19, though much larger increases were 
rtvorded in the case of other countries like Canada. 'The artificial 
stimulus given by the War to Indian industries like cotton, jute, 
leather, steel and iron has already been noticed, and this accounts 
for the increase in the exports of manufactures, which, how’ever, 
might have been much higher if India had been fully prepared to 
take advantage of the temporary disappearance of foreign com- 
petition in her markets. It is necessary in this connexion to supply 
a corrective to the common notion that the ^^'^ar brought immense 
prosperity to India. The abnormal increase in her favourable 
balance of trade was not an unmixed blessing. It had, for instance, 
the effect of inflating the cuircncy by the addition of a large volume 
of paper money and rupee coinage.^ The enforced' reduction in 
imports occasioned very serious inconvenience, and though a few 
traders, especially in capital towms, seemed to be making more 
money than they quite knew what to do with, there is no proof 
of a general rise in the standard of life and it is quite certain that 
the phenomenal rise in prices adversely affected a large number of 
people.® 

§6. Post-War trade from 1919-20 to 1936 - 7 . — 7 'he figures below' 
may serve as an introduction to a discussion of the post-War 
developments in trade. 

As in a number of other countries, so in India, the early post- 
War period was characterized by a trade boom caused by the 
removal of many of the War-time prohibitions on exports, as well 
as a gradual resumption of commercial intercourse with enemy 
countries accompanied by an improvement in the freight position. 


' Panandikar, op. cit., p. 55. 

* For a fuller treatment of the question see ch. vii. 

* See Panandikar, op. cit., pp. 46-7. 
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Value (in crores of rupees) of sea-^horne trade in total 
merchandise (including Government stores) 


Year 

Imports 

1 

Ex*)orts 

• 

1 

Net 

1 Exports 

1 

Year 

Imports 

Exports 

Net 

1 exports’ 

1919-20 

221*70 

33602 I 

+ 114*32 

1928-9 i 

203-4 

339-15 1 

+75 75 

1920-1 

34756 

267 * 7 () 

- 7<>*8 o 

1929-30 

249-71 

318*99 ' 

+ 69*28 

192 1-2 

282*59 

248-65 

- 33-04 

1930-1 

173-06 

226*50 

“•- 53--14 

1922-3 

246*19 

316-07 . 

+ ( 19-158 

1931-2 

130*04 

161*20 

+3116 

*923-4 

237*18 

363-37 

+ 126*19 

* 932 -J 

* 35-02 

13607 

+ 1*05 

1924-5 

253-37 

400-24 

+ 1 46*87 

* 933-4 

117*31 

'So -23 


1925-6 

236 00 , 

386-82 

+ 150*82 





1926-7 

240*82 1 

311-05 

+ 70*23 





1927-8 

261*53 1 

1 

! 330-26 

1 

-f 68-7J 


u 




There was also a brisk demand for Indian produce on the part of 
the Western countries for the reorganization of their industries. 
The revival of trade, especially on the side of exports, would have 
been even more strikinj^ but for the railway congestion in India, 
high prices, labour troubles, unstable foreign exchanges, the rise 
in the exchange value of the rupee and* the continuation of the 
restrictions on the export of cereals owing to* the failure of the 
moivioon in 1^18-19. Even as it was, however, the pace of the 
post-War boom was too fast and it was inevitable that before long 
it should be succeeded by a slump, indications of which were 
clearly apparent in the latter part of the year 1 920-1. The export 
trade was the, first to be affected. The markets of Great Britain, 
the United States and Japan, who were all among India’s best 
customer*?, were glutted with Indian produce, and there was a 
considerable slackening of the demand on their part. The countries 
of* central Europe, which had been a valuable market for Indian 
exports during the pre-War period, no doubt badly wanted Indian 
products, but could not buy them owing to their shattered resources 
and reduced purchasing power. The continuous inflation of their 
currencies and their unexampled depreciation in terms of foreign 
currencies, combined with their inability to command credits abroad, 
made matters still worse for them. The unsatisfactory rains of 
1920 in India and the high prices of food-stuffs necessitated the 
continuance of the embargo on the export of food-stuffs. There 
was also a severe crisis* in Japan which checked the exports of 


* The net exports (excess of exports over imports) of private merchandise 
(sea-borne trade), excluding Government stores, for the last seven years were a«? 
follows : Rs. 6i crores in 1930-1, Rs. 34 crores in 193 1-2, Rs. 3 crores in 
*932-3. Rs. 35 crores in 1933-4, Rs 23 crores in i934-5» Rs. 31 crores in 1935-6 
and Rs. 78 crores in 1936-7. 
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Indian cotton to tJiat country. 'J'hc ilJ-falcd attempts of the Govern- 
ment to stabilize the exchange value of the rupee at 2s, (gold), on 
the recommendation of the Babington-Smith Comunittce/ further 
paralysed the alw^adv weak export trade. import trade, on 

the 4)ther hand, expanded rapidly. India’s import .requirements* had 
been starved during the War and orders had been placed for 
machinery and other manufactured goods during th(* War and after 
the Armistice for delivery at the discretion of the manufacturers, 
and these now be^an to pour into the country. The high exchange 
ako gave a powerful stimulus to the import trade and orders were 
placed for immense quantities of foreign manufactured goods. It 
is no matter for surprise, therefore, that there was a heavy balance 
of trade against India, to the extent of Rs. /cySo (Tores in 1920-T, 
which ('ontinued into the next year when it amounted to Rs. 33*94 
crores. 'Flu* year 192 1-2 was one of unrelieved depression, when 
heavv losses were ini'urred by the im|X)rters as a result of the 
(ollapse of the rupee and the failure to stabilize it at 2S. 
(gold). 

After the year 1922-3 a recovery^ Avas discernibU*. And at least 
so far as llie import trade was concerned, the trend towards the 
restoration of nontial conditions was ('ontinuouslv in evidenc'e till 
th(‘ year i()2()-3(). 'I'he conditions which favoured the prof{ress 
towards gradual rec'overy were the progressive .stabilization of the 
Kuropean currencies, the improvement in the credit position of 
the central Eurorpean ('ountries, and the apparent settlement of the 
reparations question by means of the Dawes Scheme- in 1924. The 
League of Nations, it may be noted here, played a beneficent part 
in hastening the pnygress of restoration, for example, by' helping 
.\ustria and Hungary in the work of currency' stabilization. In 
spite of the amendment of the situation, however, it never bcctime 
entir(‘ly satisfactory, owing, among other things, to the fact that 
the international financial problem still dominated the situation, and 
Europe was iKTt yet rid of her War-time legacies of tariff* barriers, 
with rapid fluctuations in the tariff rates and th(' contraction of 
credit, of production and of purchasing power. Economic condi- 
tions in foreign (X)untrics were, nevertln'less, becoming more stable; 
for example, during* the year 1927-8 (ireat Britain recovered from 
the depressing effects of her prolonged coal strike, Italy returned to 
the gold standard, and the French exchange was virtually stabilized. 
This advance continued into the year 1928-9, only to be follow’cd, 
however, by a depression world-wide in scope and unprecedented 
in magnitude. 


* See ch. vii. 
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^7. India’s trade during the world economic depression. — A 

clovnxNard tn^ncl of trade started in October i(>2c), after the W'all 
Street collapse;, and afterwards spread to most other countries 
all over the world. The main causes ol this trade depression, 
which domin.Ued India’s foreig^n trade durinj^ the \ears ii).»g-30 
to 1^33-4, may be summed up as follows: — (i) overproduction in 
compaiison with the* normal rate of consumption in the case of both 
raw materials and manufactured products, but parliculaih in the 
case ol the former; (li). monetarv causes, especialh the concentra- 
tion of f'old in America and France resulting in a depletion of the 
rt‘ser\es of the Central Banks' in other countries and the consequent 
detiationarv polic\ followed In th(*se banks until the suspension 
ol thi* j*old standard in September 1^31 b\ (ireat Britain, whose 
example was followed In India and a larj>e number of ('ountries; 
(iii) politii'al unrest in man\ quarters of the j^lolx*, notabh in India, 
China .md South Amr'iica and subsequentl} in other conintries. 

Restrictions on trade in the shape of tarifK, quotas, exchanj^e 
control, etc., which bei'ame numerous during the era of ex’chanj^c 
instability ushered in by th. widespread abandonment of the f’old 
standard, further adveisely affected world trade. All lliesc* factors 
g<i\e a setbacK to the forei^^-n trade of India — a hut (dearly brought 
oirtl3y the tables on pp. 237 and 243 and tables I to IV on pp. 244-7. 
The fall in the \alue of exports was mainly due \o the disastrous 

fall in the prices ol af>i i( ultural taw materials' and the de('line in 

lh(* foiei^n demand for India’s staple exports. 'FIk* fall in the 

value (3f impotts was largely the result (if the rt'duced pundiasinj^ 
pow.er of, the ('onsumers in India, the tense |3oliti('al situation in 
the country and the (‘xtension of home prodiK'tion ol ('otton textiles 
aivl siij^ar stimulated by the polu y of discriminate protection India 
has followed sini'c 1924. 

I'he fall in the case of exports was naturally far greater than 
in the ('ase of imports owing- to the fact that the pri(_es of 
agricultural commodities and raw materials, which form the bulk 
of India’s exports, fell to a much greater extent than the prii'cs 
of manufactured g^oods which form the bulk of Indian imports. 
Had it not been for the enormous quantity of gfokl exported from 
India after (ireat Britain went olT the gold standard, the balance 
of trade in favour of India would have dwindled to a neg^lig'ibk' 
figure indeed.-^ 'I'he slump in the export trade was at its worst 
in 1932-3, when the value of the exports dropped to Rs. 136 ('roros. 


' See ch. ix. 

* See §16 and also ch. viii. 
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and the visible balance of trade in merchandise was only Rs. 3 
crorcs, the smallest figure on record. The worst phase of the 
world depression came to an end in 1932, and the early months 
1933 ® considerable revival of Jbusiness activity in 

scve'-al countries under the stimulus of devaluation and cheap money 
conditions. At the same time the prevalent urge towards economic 
nationalism, under the influence of which each country was trying 
to reserve its markets for its own nationals, and the failure of the 
World Economic and Monetary Conference, held in London (1933), 
owing to the hostile attitude of the United States of America 
towards the stabilization of world cupA'-encies, handicapped recovery 
of world trade. 

The great American experiment (jf socialization of finance and 
industry, undertaken in the Recovery Plan of President Roosevelt, 
while it exercised a certain beneficial influence on. world prices, 
obscured the beginning of a genuine rise in world prices of 
commodities by the greater speculative rise based on the prospect 
of inflation in America. The period of dollar uncertainty probably 
enhanced the difficulties in the path of increased international trade. 
The Recovery Plan in some ways accentuated existing uncertainties 
and disturbed existing channels and accustomed modes of business. 
The history of the past few years suggests that measures of internal 
reconstruction are successful only to a limited extent in stimulating 
economic recovery. Nevertheless, on the whole, there were feeble 
indications in the year 1933-4 that the corner was about to be 
turned and that at least some recovery had at last been made from 
the depression. In India the year 1933-4 the first complete 
year after the introduction of the preferential duties resulting from 
the Ottawa Agreement made by the Government of India with 
His Majesty’s (iovernment in the United Kingdom at the Imperial 
Economic Conference held at Ottawa during July-August 1932. 
(See Chapter XIII for the examination of the effects of that 
Agreement.) Apart from the Ottaw^a Agreement, the outlook in 
India w’as considerably changed by .some recent lcgi.slation (see 
Chapter II above) intended to deal with the intense competition 
from Japan. Of the greatest importance w'as the conclusion of 
a new Trade Agreement with Japan which came into force 
early in 1934. (See Chapter XIII.) Closely associated with this 
development were the unofficial negotiations which resulted in 
w^hat is known as the Mody-Lees Pact which is reviewed in the 
concluding chapter. In 1933-4 Indian conditions generally showed 
some progress towards recovery so far as the export trade and the 
visible balance of trade were concerned, although agricultural ^ 
conditions remained much the same. 
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§8. World economic recovery and India’s trade. — The years 
*934"5- 1935*6 1^936-7 were marked by further progress in the 

process of economic recover}. In the earlier stages, the improve- 
ment \\as confined to particular countries or industries, but in 
iq36 the world ^appeared to have definitely emerged from the 
paralysing conditions of the great depression. The gradual deple- 
tion of stocks of primary commodities sinc^ I934» restriction 
schemes for regiilatiom of production of vaiious commodities adopted 
on a voluntary basis bv some of the chief producers, the collapse 
of the gold bloc under the leadeiship of France, and the devaluation 
of the eistwhile gold ciirrenc\ps in September 1936, brought about 
a rise in the prices of manv commodities. The rise became striking 
during the first half of 1937, owing to the influence of an additional 
factor, namely the heavy government expenditure on armaments in 
many countries, vhich gave a great stimulus to the heavy industries, 
and had an exhilai «iting effect on the general economic situation. 
I'he ieco\cr\ being, howc'ver, still mainly national in character, 
did not Ic'ad to a similar advance in intc^rnational trade, which 
A\as 15 pe? cent less in volume in 19^6-7 as compaic‘d with 1929. 
Conditions of international trade A\ere no Treer than at the bottom 
of the depression when such devices as high import tariffs, quotas, 
tieaging agreements, and other measures regulating trade were 
adopted by ^veial count rit's, notably by Geimanv and Ital\. In 
fact, the increasing tendency towards bilateralism is one of the 
maiked features of world trade during the last few \cxirs In rc‘cent 
limes, c'specially since the devaluation of c'ontinental currencies, 
the movement towards freer trade and the removal of artificial 
barrieis lias gained greater popularity and strength, especially in 
the thrcH' leading democracies of England, .Americ'a and France, 
buT still theie have been few tangible results of this change in 
opinion.’ 

India followed the general world trend towards recovery, 
although owing to her special conditions, her course of rec'overy 
w^as somewdiat different from that of other countries. In spite of 
lapid industrialization of recent years, she still remains prcxlc^minantly 
an agricultural country, and the economic welfare of the people 
depends largely on agricultural conditions in India as well as 
abroad. The depression which started in 1929 hit agricultural 
countries like India with special severity, owdng to the unprecedented 
fall in the prices of primary produce. Although the improvement 
in agricultural prices began somewhat previously, it was only 
during 1936-7 that there w^as an appreciable advance in the prices 

* Review of the Trade of India (1936-7), pp. i-2. 
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of India's agricultural products. (See also ch. x.) Prices even in 
that year were, however, much lower in the case of most com- 
modities than in 1928-9. This marked improvement was chiefly 
the result of a general recovery in the demand for primary com- 
modities and raw materials. The gradual rectification of the 
disparity between the industrial and agricultural prices, which was 
particularly marked alter the middle of 1936, has had a beneficial 
effect on the economic conditions of agricultural countries like 
India. India’s trade, especially her export trade, in consequence 
qjadc a considerable recovery, especially in 1936-7 when it recorded 
an advance of nearly Rs. 36 crores over the previous year’s total. 
In the same year the trade balance in private mercliandise in favour 
of India, which had sunk to only Rs. 3 crores in 1932-3, morunted 
to Rs. 78 crores.* As compared with 1928-9, the pre-depresSion 
year, exports (ks. 1,96 crores) in 1936-7 still sho\ved a deficit of 
Rs. t,34 crores or 41 per cent. This enormous shrinkage was 
almost entirely due t(r the decline in prices of exported articles, which 
amounted to 41 per cent in 1936-7 as compared with 1928-9, The 
quantum of exports in 1936-7 was slightly higher than in 1928-9. 
Imports on the other hand were valued at Rs. 1,25 crores in 1936-7 
as compared with Rs. 1,34 crores in the preceding year. As against 
1928-9, when the value of imports w’as Rs. 2,53 crores, the fall in 
the year 1936-7 amounts to 51 per cent! only a part of this shrink- 
age, however, is due to the decline in prices. As compared With 
1928-9, the decrease in import prices was only about 35 per cent 
and there is little doubt, therefore, that the quantum of imports, 
unlike exports, has been reduced considerably as compared with 
the pre-depression level. 

§9. The qilantum of trade of Iifdla. — ^The above conclusion is 
borne out by the table given below. To illustrate the variations 
in the quantum of trade the values of imports and exports of 
merchandise have been compiled on the basis of declared values 
per unit in 1927-8 and are shown below. Changes in the price 
levels of imports and exports in relation to 1927-8 are also indicated 
by means of index numbers obtained by comparing the figures with 
the actually recorded values each year. The.sc statistics, although 


* The export trade of India received a setback in the year 1937-8, especistlly 
during the latter part of the year, owing partly to the eflfects of the Sinn- 
Japanese conflict on India's export trade with Japan and partly to the reactions 
on India of the general * recession \ The very serious drop' in the world 
price of cotton also contributed to the same result. In consequence the trade 
balance was owrtaUed as compared wiib x\m\ in the preceding year. 
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necessarily approximate, afford a rough measure of the course* of 
India's trade and prices. 
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This table shows that the quantum ol^ India’s exports, having 
increased by nearly 8 per cent between 1927-8 and t929-3o, naturally 
declined when the depression started in October 1929, the lowest 
point being reached in 1932-3 ; when it was 75 per cent of the level 
of 1927-8 and about 71 per cent of that of 1928-9. From 1933-4, 
it steadily rose, the increase being particularly remarkable in 1936-7, 
w'hen it was greater than in 1928-g by i point and was only half 
a point less than in 1929-30. The quantum of imports rose by 
5 points in 1928-9 as compared with the preceding year. In 193 1-2 
it w^as 29 per cent less than in 1927-8. In 1932-3, there was 
.some revival <jf the import trade, but in the next year, it again 
declined and w'as only slightly higher than the lowest point reached 
in 193 1-2. During 1934-5 *935*^» quantities imported 

into India were on a much higher level, being 84 and 87 per 
cent of 1927-8. There w’as a set-back in 1036-7 again, and 
the quantum of imports was only 80 per cent of that in the base 
year. '■ 

§10. Characteristics of India's sea-borne trade. — ^We may now 
proceed to examine the principal characteristics of India’s sea-borne 
trade. Tables I and II ^elow mention the value of imports and 
exports of private merchandise according to five main classes; 
while tables III and IV show the comparative importance of the 
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principal articles imported into and exported from British India 
respectively. 


TABLE I (Imports)^ 
In crores of rupees 


r 


1 Pre-War 

War 

1 

1 Post-War 

1 

i9JS-b 

j »936-7 



1 .iverage 

average 

1 average 

1. 

1 Fu dr^nk and tobacco 

1 

21-8 1 

1 

JO 4 

37-« 

13-2 

1 

I Il-t 

II. 

Raw materials, produce 

1 




and articles mainly un- 
1 manufactured 

lO-l 

0-0 

\tyo 

1 

10*2 

1 

19-4 

1 

III. 

1 Articles wholly or mainlj 






manuf.irtured 

iilS 

loS-j 1 



1 92-4 

IV. 

1 Living animals 

0*4 

0 5 

0-2 

0-2 

1 0-2 

V. 1 

I*ost.il .irtidesnot specified 

‘■7 , 

j-K ' 

4-4 , 

^•4 

1 2-1 

1 

1 

(ii.iiid Total ... 

14S« 

1 

H7 « 

1 

'*54 0 1 

U4-4 

125-2 


1 

lAHLE 11 (h 

Exports)'* 





In trores of 

rupees 




1 


1 

, Pre-War 

War 

i 

Post-War 

I93S-6 


1 


average 

avei .ige 

i 

average 

i__ J ! 

1936-7 

I- , 

Food, drink and tobacco 

1 

63*0 

.sO’b 

S9'7 

37- » 

I 4^'^ 

II. 

Raw materials, produce 







and articles mainly un- 
manufactured 

' i04*(> 

80-4 

HS'f) 1 

79-2 

102-6 

III. 

Article's wholly or mainly 


1 




manufactured .^... 

506 

68-4 

77-9 1 

422 

49-8 

IV. 

Living animals 

0-3 

0*2 

0-3 1 

01 

0*1 

V. 

Postal articles 

0‘i) 

*'3 

^•5 , 

1-9 

3*4 

1 

(irnnd Total ... 

, ' 

, Jiir4 1 iiS-9' 

1 1 

286-3 

t 

160-5 

196*1 


* Review of the Trade of India (1Q36-7), pp. 178-9. 

* ibid., pp. 180-1. 






The Trade of India 


245 


lables I-IV illustrate numerically the oft-repealed statement 
that the bulk of the exports from India consist of food-stuffs 
and raw materjals and the bulk of the imports, of manufactured 
articles. We have jlready explained above how this characteristic 
of India’s preserit-day trade stands in marked contrast with her 
foreign trade up to the opening decades of the last century, and 
also the process of the transition from the one to the other. We 
have also discussed the question relating to the policy to be followed 
with regard to the expgrt of food-stulTs and raw materials from 
the country.^ Similarly, in the preceding chapters hardly a singjc 
opportunity has been lost of insisting with all possible emphasis on 
the desirability of rapid industrial development in the country so ns 
. greatly to reduce our present dependence on foreign manufactures. 

Even long before the War, a slight improvement in this direction 
had taken place and the percentage of exports of manufactures to 
the total exports had shown a tendency to increase gradually, 
though the bulk of the exports, then as now, were in the form of 
raw materials and food-stulTs. During the War period, for reasons 
already explained, this per^'entage showed an appreciable increase 
from 22*4 in 1913-14 to 36*0 in 1918-19. 

In spite of some improvement, howwer, ib is clear that the 
saliAt features of the trade of India remain essentially as described 
above. For example in 1936-7, 73 9 per cent of the imports 
consisted of wholly or partly manufactured articles and about 72 9 
p>er cent of the exports consisted of raw materials and food-stuffs. 

§ 11 . Broad analysis of imports and exports (1935-6 and 
1936-7) : (i) Imports. — It will be seen from table III above that 
cotton and cotton goods hold the place of honour on the import 
side, though the percentage proportion to total imports has fallen 
from the quinquennial pre-War average of 36 per cent to 20*76 per 
cent in 1935-6 and I'o t 8‘63 per cent in 1936-7. In chapter II we 
have already explained the causes of the very appreciable decline 
in the imports of cotton piece-goods. The total \alue of imports 
of cotton manufactures in 1936-7 dropped to nearly Rs. 18 crores 
from the preceding year’s figure of Rs. 21 J crores. Both the yarn 
and piece-goods section shared in the general decrease. Imports 
of cotton twist and yarn during 1936-7 were valued at Rs. 2,55 
lakhs; .the quantity which this value represented w^as 28*5 million 
lb. Compared with the f)recedlng year, there w»as a decrease of 
about 16 million lb. or 36 per cent in quantity and Rs. 1,16 lakhs, 
or 31 per cent in value. The decrease w^as mostly in evidence in 
the imports of grey yarns, w^hile those of white, coloured and 


• .Si»e vol. I, ch, vi. 
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TABLE IV (Exports) 

The followings table* shows the comparative importance of the principal articles exporfed from British India 
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mercerized yarns showed comparatively smaller decreases. Imports 
of raw cotton dropped from 77,000 toms valued at Rs. 6,74 lakhs 
in 1935-6 to 65,000 tons valued at Rs. 5,85 lakhs in 1936-7. This 
import is necessitated by home production of yt<rn of higher cqunts, 
for •which the finer long-staple cotton has to be iriiportcd. 

Next in importance to the imports of cotton and cotton manu- 
factures arc machinery and mill-work, metals and ores. The im- 
ports of machinery and mill-work (which since April 1928 include 
railway locomotive engines, tenders and' parts) were valued at 
Kfis. 14,14 lakhs in 1936-7 as compared with Rs. 13,68 lakhs in 
1935-6. Imports of metals and ores ^declined from Rs. 12,03 lakhs 
in 1935-6 to Rs. 9,69 lakhs in 1936-7. Iron and steel manufactures 
accounted for 360,000 tons valued at Rs. 5,93 lakhs in 1936-7 as 
compared with 446,000 tons valued at Rs. 7,20*5 lakhs in 1935-6. 
The imports of other metals such as aluminium, brass* copper, lead, 
tin, zinc, German silver, etc. declined from 84,000 tons valued at 
Rs. 4,80 lakhs in 1935-6 to 61,000 tons valued at Rs. 3,73 lakhs 
in 1936-7. Our iiiiports of sugar, which not long ago held the 
second place, i.e. to piece-goods, now occupy a secondary place 
in the import trade, owing to the rapid expansion of the home 
industry following the grant of protection in 193 1-2. (See Vol. I, 
eh. vi.) Imports of sugar of all sorts amounted to 1,012,000 tons 
valued at Rs. 15,77 l^l^hs in 1929-30. The quantity imported 
declined to 201,000 tons and its value to Rs. 1,91 lakhs in 1935-6. 
In the year 1936-7 there was a sharp decline, the quantity imported 
being only 23,000 tons valued at Rs. 24 lakhs. Otlier articles of 
considerable importance are oils (valued at Rs. 7,25 « lakhs in 

1935- 6 and Rs. 7,25 lakhs in 1936-7); vehicles, especially motor 
vehicles (valued at Rs. 6,92 lakhs in 1935-6 and Rs. 6,58 lakhs -in 

1936- 7); instruments and apparatus, artificial >ilk, provisions and 
oilman’s stores, dyes, hardware, wool — raw^ and manufactured, 
paper, chemicals, silk — raw and manufactured, liquors, rubber 
manufactures, etc. 

(ii) Exports. — On the export side, as table IV above shows, 
cotton and jute are the most important commodities. The exports 
of Indian cotton in 1936-7 totalled 4,268,000 bales as compared 
with 3,397,000 bales in the preceding year. Japan, as usual our 
best customer, took 2,426,000 bales or 667^000 more than in 1935-6. 
It is interesting to observe that India’s share in the total imports 
of raw cotton in Japan, which had stood at nearly 32 per cent in 
T934 prior to the Indo-Japanese Trade Agreement, sharply rose to 
43 per cent in 1934 and to 44 per cent in 1936, chiefly at the 
expense of the U.S.A. The exports of raw cotton contributed as 
much as 23*03 per cent of the total value of all merchandise exports 
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in 1936-7 as compared with 21*47 per cent in 1935-6. Owing 
mainly to efforts made by the Lancashire Indian Cotton Committee 
to promote thd increasing use of Indian cotton in Lancashire mills, 
the exports to the fJnited Kingdom steadily advanced from 342,000 
bales in 1933-4 fo 601,000 bales in 1936-7. The exports of Iddian 
piece-goods bear only a very small proportion to the total Indian 
production. In 1936-7 exports were 3 per cent of the total 
production, as against 2 per cent in the preceding year. The 
exports to Iran and Iraq have declined in recent years mainly 
owing to severe competition of the European countries which serve 
these areas from the North and West and the restrictions existing 
in Iran on the imj>orts of textile goods. Ceylon is the most 
important market for Indian piece-goods. 'J'he total exports of raw 
and manufactured jute during the year 1936-7 amounted to 1,792,000 
tons as compared with 1,523,000 tons in tc) 35-6 — an increase of 
18 per cent. The value of these shipments also rose by 16 per 
cent from Rs. 37 crores to Rs. 43 crorcs. Roth raw and manu- 
factured jute showed increases. The exports of raw jute at 821,000 
tons were the highest since 1928-9 and M'ere valued at Rs. 14,77 
lakhs. 1'he exports of jute manufactures in the^ same year (1936-7) 
weije valued at Rs. 28 crorcs as compared with Rs. 23 crores in 
1 035 - 6 . 

The next most important article in our export trade is tea. 
Exports of tea amounted to 302 million lb. valued at Rs. 20,04 
lakhs in 1936-7 as compared with 313 million lb. valued at Rs. 19,82 
lakhs in 1935-6. In 1936-7, 77 per cent of the total quantity of 
tea produced \vas exported overseas. TIk* exports are at present 
regulated by the international restriction scheme, India’s quota for 
1936-7 being fixed at 30() million lb. as against an actual export 
of 302 million lb. during the same year. I'liis scheme has enabled 
the Indian tea industry to withstand the trade depression better 
than most other indu.stries. Of the total exports of 302 million lb. 
in i 936‘-7, shipments to the United Kingdom accounted for 256 
million lb. as compared ivith 276 million lb. out of the total of 
313 million lb. in the preceding year. 

Oil-seeds occupied the fourth place among Indian exports in 
1936-7. The total exports of oil-.seeds showed an increase of 72 
per • c^nt in quantity an^ 79 per cent in value and amounted to 
1,155,000 tons valued at Rs. 18,44 lakhs as compared with 673,000 
tons valued at Rs. 10,29 lakhs in 1935-6. Despite growing internal 
consumption, all the principal varieties of oil-seeds, with the 
exception of castor, recorded increases in exports. While on the 
one' ‘ hand, regulation or restriction of imports into European 
countries, • especially Germany and ‘ Italy, have adversely affected 
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the demajid for Indian exports, the greater reliance by the United 
King^dom on the oil-bearing- materials from Empire sources for its 
requirements of raw materials and the 10 per cent preference in 
favour of Indian 'linseed obtaining^ in the United Kingdom n|grket 
havf!: had a favouiable effect on prices and exports from Ipdia. 
India contributed 75 per c'ent to the total imports of Unseed into 
the United Kingdom during 1936-7 as compared w’ith 29 per cent 
in 1935-6 and 58 per cent in 1934-5. The deficiency of the 
Argentine crop has also Imelped Indian exports of linseed. Exports 
of groundnuts during^ 1936-7 advanced to 739,000 tons valued at 
Rs. 12,29 lakhs, from 413,000 tons valued at Ra. 6,65 lakhs in 
1935-6. 'fhe reduction in the import duly in France made that 
country a more active buyer of groundnuts. The total exports of 
food grains and flour, A\hich occupied the fifth place among Indian 
exports in 1936-7, increased from 1,553,000 tons value*d at Rs. 12,41 
lakhs in 1935-6 to 1,887,000 tons valued at Rs. 15,38 lakhs in 
*936-7. With the exception of jow'ar, bajra and maize, exports 
of the principal food grains (viz. rice, wheat, pulse, barley, etc.) 
recorded increases. Rice accounted for 78 per cent of the total 
quantity of food grains and flour exported during 1936-7. Exports 
of rice from Burma and India together amounted to 1,446,000 tons, 
Burma alone being responsible for 84 per cent of the total exports. 
The imposition of a protective duty of 12 as. per maund on imports 
of broken rice, chiefly from Siam, effective till the end of March 
1938, has served to check imports of foreign rice in India. Exports 
of Indian wdieat amounted to 231,500 tons valued at Rs. 209J 
lakhs in 1936-7 as against 9,600 tons valued at Rs.qJ- lakhs in 
the preceding year. The United Kingdom was (ho principal buyer, 
taking 203,400 terns in 1936-7. Imports of foreign wheat into 
India were insignifleant. 

The exports of hides and skins in 1936-7 increased by 5 per cent 
in quantity and by 7 per cent in value, from 48,800 tons valued 
at Rs. 413 lakhs in 1935-6 to 5i,2cx) tons valued at Rs. 4,43 lakhs 
in 1936-7. The revival of the trade in tanned hides and skins 
continued in 1936-7, and the total exports increased from 20,300 
tons valued at Rs. 5,20 lakhs in 1935-6 to 25,400 tons valued at 
Rs. 6,74 lakhs in 1936-7. Exports of metals and ores demand our 
attention next. The total exports of ores ^mounted to 748,000 tons 
in 1936-7, or 45,000 tons less than in the preceding year. 
Manganese ore represented gi per cent of the total. As in the 
preceding year the United Kingdom ^vas the best customer, and 
as a result pf the increased activity in her steel industry she increased 
her requirements from 197,000 tons in 1935-6 to 216,000 in 1936-7. 
Exports qt pig lead and pig iron showed an improvement. The 
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trade in raw wool showed a betterment in 1936-7, when exports 
amounted to 51*9 million lb. valued at Rs, 2,86 lakh3 as compared 
with 49*4 million lb. valued at Rs. 2,10 lakhs in 1935-6. The total 
exports of lac advanced from 487,000 cwl. in 1935-^ to 834,000 cwt. 
in 1936-7, and the value increased from Rs. 1,58 lakhs to Rs. <2,34 
lakhs. The exports of oil-cakes advanced from 3oo,xx)0 Urns to 
336,000 tons in quantity and from Rs. 1,82 lakhs to Rs. 2,27 lakhs 
in value owing to heavier shipments of all articles coming under 
the group except linseed* cake. 

§12. The direction of India’s trade. — The subjoined tables shdw 
the percentage ^hares of foreign countries in India’s total trade: — 


TABLE I — Imports (Percentage) 
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TABLE II — Exports (Percentage) 


C'ountry 

1 

^ iqrS-iq 

1 

j 

^ 933-4 

k 

» 934-5 i 

1 

1 


Unitc*d Kingdom 


2c)-2 

22*0 


31 b 1 

3J*5 

• 

322 

Germany 

lO-O 


7'5 

(>•5 ; 

4*5 

5*9 

4*7 

Japan 

United States of 

91 

I 2 ‘l 

13-4 

1 

«-5 1 

ifi- 1 

>3-4 

150 

America 

«-7 


“5 1 

9-9 

‘*<•3 

lO-I 

9*5 

France 

7*1 

, 3*6 

51 

^•9 i 

3’-» 

4*4 

3*9 

Belgium 


o‘ 004 i 

3*« 

30 

2-9 

3*4 

3*6 

Austria and Hungary ... 

40 

, ooO 

0-4 



... 

Ceylon 

Iran, Arabia, Iraq, 

Asiatic Turkey and 

A 

4-^ , 

1 


4 ^ 

4'5 

4*5 

3*8 

.Sumatra 

A ^ 

^ 4*0 1 

3*4 

1-8 ' 

ig . 

17 

1-9 

Italy 

.n 1 

1 2-2 ' 

2*2 

3-« I 

3-8 1 

2-2 

2*4 

Hongkong 

J-I 

1 -**9 


0-8 

0*9 ' 

0*3 

0*3 

Straits Settlements 

^■7 1 

1 ,.i 1 

4-6 ' 

^•3 

1-9 ' 

2*3 

2*2 

China 


003 1 


3*0 

1-9 .. 

I*I 

0*9 

Central & South America 

2-2 ' 


2*2 ' 

2*6 ' 

2-0 

2*3 

Netherlands ... 

*‘7 

2 -f) 1 

1*3 

27 

1*9 

2*3 

2*2 

Australia 

1-0 

... 

1-8 , 

2-0 

1*9 , 

1-8 

1-9 

Kenya and Zanzibar ... 
Union of Socialist .Soviet 

1*0 

1 


« 5 

0-6 

j 

0-4 

0-4 

Republics ... 

0*9 

... I 

0 oi\i 

0*1 


0*2 

0-2 

Spain 

oS 


... 

0-9 

0*9 

I-I 

0*3 

Java 

( 

o-S 

1 

^•4 1 

1*0 

1 

... 1 

«*3 

i 

0*4 


These figures show that, on the import side, the United 
Kingdom, and Europe generally, dominate the situation, while a 
feature of the distribution of the export trade has always been the 
large number of countries participating in it, though the United 
Kingdom is still the biggest single customer for Indian exports. 
The causes of the predominance of the United Kingdom in India’s 
trade have already been indicated, as also the successful attempts 
made by Germany and Japan to establish direct trade relations with 
India in the pre-War period, and by the United States during and 
since the War. We may now discuss the principal tendencies 
regarding the direction of India's trade as revealed by the above 
figures, during, before and after the War. 

§13. Pre-War distribution of India’s trade. — During the pre- 
War period there was a tendency for both the import and export 
trade to be diverted from the United Kingdom to other countries. 
As regards the distribution of imports, tfee United Kingdom sup- 
plied at the close of the last centuiy^^ as much as 69 per cent of the 
Indian imports. The share of Germany was only 2*4 per cent and 
that of the' United States ly per cent, Japan being nowhere with 
her o'6 per cent. By 1913-14 we notice that a remarkable change 
has taken place. While the .share of the United Kingdom has come 
down to 64* I per cent, the German share has increased to. 6*9 per 
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cent and those of Japan and the United States to 2*6 per cent each. 
Thus Germany occupied the second place next to the United King-dom 
in 1913-14. T|ie increase in the trade with Germany was attributed 
partly to the specijil technical skill which she had developed in 
certain lines, pa/tly to the displacement of the expensive Hritish 
g-oods by cheaper substitutes more readily absorbed by the Indian 
bazaars, and partly to the careful study which the Germans devoted 
to the needs and tastes of Indian customers. The share of Belgium, 
which supplied 3*9 per c^nt of the imports in 1903-4, was reduced to 
2*3 per cent, while Java on account of her increased exports /)f 
sugar to India shot ahead and occupied the third place, contributing 
5*8 per cent of the total imports in 19 13- 14. 

The export trade showed a similar tendency towards diversion 
from the United Kingdom in the pre-War period. At the beginning 
of the present century, roughly speaking 29 per cent of the exports 
went to the United Kingdom, 25 per I'cnt to continental Europe, 
24 per cent to the Far East and 7 per cent to the United States 
and the remaining 15 per cent to other rountries. By 1914, the 
United Kingdom’s share was reduced to 24 per cent, that of 
(ontincntal Europe rose to 29 per cent, the Far East took 
only 17 per cent, owing to the fall in the* exports of opium 
an<^ yjtrn, the share of the United Stales rose to 9 per cent, 
and that of other countries to 21 per cent. It will thus be seen 
that during this period continental Europe gained what the United 
Kingdom lost. The loss in the eastern market was made good by 
the gain in those of other minor countries. Turning to individual 
countries w^e find that, apart from the United Kingdom which was 
the biggest individual buyer of Indian goods, Germany which was 
third in the list in 1900 rose to the second place in 1914, the value 
of exports to Germany rising from ;^5’o millions in 1900 to ;^i7’5 
millions in 1914. Jdpan show^ed a similar improvement in her buying 
capacity, her imports rising from ;^4’2 in 1900 to millions in 

1914. She thus advanced from the sixth place to the third as a buyer 
of Indian goods. China, on the other hand, lost the second place 
which she had occupied in 1900 and ranked sixth in 1914.^ 

During the War period, while the pre-War tendency of the 
import trade to move away from the United Kingdom gained in 
strength, the United Kingdom lost further ground in the Indian 
market owing to her pri-occupation with the War, the control of 
the Home Government on her exports and the restrictive effects of 
high prices. And her share in the import trade came down from 
64* I per cent in 1913-14 to 45*5 per cent in 1918-19. This, coupled 


‘ See R. M. Joshi, Indian Export Trade, pp. 159*60. 
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with Germany’s exit from the Indian market, created a gap in 
the import trade, a portion of which was rapidly filled up by Japan 
and the United States. Iron and steel and hardware previously 
supplied by the , United Kingdom had no\t’ to be imported from 
thes^e countries; while glassware, cotton piece-goods, paperff etc., 
had to be imported from Japan, and dye-stuffs from the United 
States. Both these countries made special efforts to study the 
requirements of the Indiart market as Germany had done in the 
pre-War period, and extended their commercial organization in the 
country, w^hich in the case of Japan included the establishfnent of 
retail stores in the principal Indian towns. The Japanese exchange 
banks in India also extended special financial facilities to the 
importers.^ 

On the export side, the tendency was for a temporary reversion 
of the trade to the United Kingdom and the British Empire as a 
result of the War-time purchases and special measures taken to 
facilitate them, including restrictions on trade w'ith neutral countries 
and the grant of credit facilities to some of the Dominions. All this 
was reflected in an increase in the share of the United Kingdom in 
the export trade from 23*4 per cent in 1913-14 to 29*2 per cent in 
1918-19, while the .^hare of the British Empire as a whole increased 
from the pre-War average of 41 i per cent to 5 17 per cent (War 
average). Getmany of course disappeared altogether as a buyer 
from the Indian market. The shares of France and Belgium were 
also reduced on account of the occupation of their territories by 
Germany. Japan and the United States, on the other hand, in- 
creased their share from 9*2 per cent and 8*9 pef cent in I913-14 
to 12’ 1 and 13*8 per cent respnictively in 1918-19. This increase 
was due to several factors, such as the privileged position held by 
these two countries as allies w'ho, moreover, were removed far 
aw’ay from the theatres of Avar; their increased export trade with 
India establishing credits for them ; and the conscious efforts made 
by both to develop direct trading relations w ith India. There was 
also a general reduction in the demand for Indian produce for 

' * Th^* most remarkable feature of the Japanese or{4ani^at}on for the 
iJevelopmenf of foreign trade was the way in which all the branches of 
her commercial activity, tlie mercantile houses, the banks and the shipping 
companies, assisted by the Japanese Government, combined closely ‘for the 
furtherance of the national interest, and by means of the preferential treatment 
of their own peo|)te as against foreign competitors, managed to secure business 
for each other and to keep it out of the hands of their foreign rivals. This 
cohesion of all the interests for the furtherance of the national welfare was 
carried to an extent which was not achieved by any other nation, not even 
by commercial Germany before the War.’ — Pannndikar, The Economic Con- 
sequences of the Wat jot Itidia^ p. 84. 
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normal industrial activity elsewhere. Thus, on the whole, during* 
the War period India had to sell her produce in a restricted 
market, and, though she received higher prices for it than before 
the War, the prices she had to pay for her imports were far higher. 

§14. Post-War ^tendencies of India’s foreign trade.* — ^iVfter a 
temporary and partial recovery on the import side in the larly 
post-War period, the United Kingdom again experienced a setback, 
and the progressive decrease in its share in the import trade was 
accentuated in by the prolonged coal strike which seriously 

affected its industries, its share decreasinj^ to 47*8 per cent of the 
total import trade in that year. In the year 1927-8 its position 
remained very rftuch the same as in the preceding year. The year 
1928-9, however, recorded a striking decrease, namely, to 44*7 per 
cent as compared with the pre-War 64*1 per cent.^ 1 'here was 
a further decline to 42 *8 per cent in 1929-30, 37 2 per cent in 
1930-1 and 35*5 per cent in 193 1-2, the decrease in the last two 
years being accentuated by the political situation in India. The 
United Kingdom has had again to experience the competition of 
foreign countries such as Germany, Japan, and tlie United States 
in the Indian market. We have already ‘referred to the Japanese 
competition in cotton piece-goods in the Indian market not only with 
mill^ in India but also to some extent with Lancashire. Another 
explanation of the setback to the import trade of Great Britain with 
India may be found in the fact that until 1936-7 Great Britain 
bought much less from, than she sold to, India, \xhereas Japan, 
German}’ itnd ^the United States Usually bought more heavily from 
India and thus were enabled to sell much. Between 1932-3 and 
T933-4 thtre was an improvement in the position of Crreat Britain, 
her share having risen to 41*7 per cent in 1933-4. This recovery 
may be largely attributed to the favourable position Great Britain 
enjoys in the Indian market under the Ottawa preferences introduced 
with effect from i January 1933. The percentage share of the 
United Kingdom has been steadily on the decline in recent years 
being 38*4 in 1936-7. Japan and the United States have naturally 
lost part of the ground captured by them during the War, Japan 
receiving a special setback owing to the commercial crisis of 1920-1. 
Another cause which has affected the imports from both countries 
may be traced to the reappearance of old rivals and the restoration 
of more normal conditions of competition in the Indian markets. 
Japan increased her share from 14*3 in 1933-4 to 17 per cent in 
1936-7, while the participation of thcvU.S.A. declined from 6*7 

* See also Vera Anstey, Trade of the Indian Ocean^ pp, 74-0. 

• Similarly, the share of the \<rhole 8rltish Empire dropped from ^1*5 per 
rent in 1929-30 to 46* i per cent in 1930-1. 
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per cent in 1935-6 to 6*5 per cent in 11)36-7. Germany advanced 
her share in imports from q‘2 per rent in 1935-6 to 9*7 per cent 
in 1936-7. Her share, which in the pre-War year 1913-14 was 
6‘9 per cent, had declined to 5*1 in 1922-3. She Has thus shown 
a remarkable recovery in recent years so far as India’s^ import 
tradfc is concerned, Bclg-ium accounted for 2 2 per cent and France 
lor less than i per cent in 1936-7. 

On the export side there was a definite tendency towards 
diversion, as was to be expected after the War, aw^ay from the 
United Kin^^dom, which ’diminished its share to 21*4 per cent in 
1926-7 as compared with the pre-W^** fi^jfure of 23*4 per cent. 
After a tempKirary increase (25*0 per cent) in 1927-8, there was 
ag^ain a decline to 21 ‘4 per cent in 1928-9. Theie was a rise from 
2 1 ‘8 p“r cent in 1929-30 to 24 per cent in i(>3o-i, 27’9 per cent 
in 19“^ 1-2 and 32'2 per cent in 1933-4. Vftcr havinj^ declined to 
31 ’5 in 1935-6, it ag^ain rose to 32 2 in 1936-7. ’This shows that 
the share of the United Kin|^dom in the export trade has consider- 
ably improved in recent years. Indeed, the usual excess erf imports 
over exports in th(‘ case of the United Kinj^-doin w^as transformed 

in the \ear t<) 36-7 into' a favourable balance of Rs. t8 crores. 

Japan showed a striking" improvement in her lelative position in 
the export trade, her percentag-e share Jidvaiuing- by 7*2 to *15*7 
per cent in 1934-5 due to the large shipments to that country of 
raw cotton, metals and ores, g’unny bag^s and shellac. After having* 

declined to t 3’4 per cent in 1935-6 it again rose to 15 per cent in 

1936-7. The share of the U.S.A. in exports, which had shown 
some improvement in 1935-6, again receded and was 9*5 per cent 
in 1936-7 as compared w'ith 10*1 per cent in the preceaing year. 
Germany had a smaller pioportion of tht e\j>ort tiadc, nanudx, 
4*7 per cent, in 1936-7 as compared with 5*9 per cent in 1935-6, 
and 9*9 per cent in 1927-8, Belgium contributed 3*6 per Cent to 
India’s export trade in 1936-7, the percentage share of France 
being 3*9 per cent. 

To sum up the general trend of the post-War developments of 
India’s foreign trade, the pre-War tendency of a diversion of both 
the export and the import trade from the United Kingdom re- 
asserted itself more '"forcibly than ever, especially on the side of 
imports, until 1931-2. After that, we have pointed out that there 
was recovery in its share especially in the export trade of India. 
The recovery has been partially lost in the case of import trade 
in recent years. Japan and the United States are the most 
formidable competitors of England in the Indian market. Germany 
has almost regained her former position in respect of imports, 
although her participation in our export trade has been smaller 
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in recent years. All these nations command an excellent commercial 
organization for pushing their trade with India; and in this respect 
they have stolen a march upon the United Kingdom, which is now, 
however, awakenings to the necessity of following in their footsteps. 
The Ottawa preferences, introduced at the beginning of the f^ear 
1933, are also to some extent helping her to recover her position 
in India's foreign trade although the growing industrialization of 
the country under the aegis of protection must necessarily make 
recovery in this respect* difficult, if not ipipossiblc. 

Tables III and IV below indicate the direction and variations of 
India’s trade ii\ some of thtf more important commodities on the 
import and export side respectively. I'he main features regarding 
the direction of India’s trade, most of which are clearly revealed 
by these tables, may be thus summed up : — 

(i) Imports . — It will be observed from table III that the United 
Kingdom is threatened with competition in almost every line, 
Including those which have hitherto been regarded as preponderat- 
ingly British. Though the United Kingdom is still the principal 
supplier of cotton manufactu’fcs to India, h(;r share steadily decreased 
from 71 3 per cent in 1928-9 to 50 7 per cent in 1936-7, as against 
90' T per cent in 1913-14; and that of Japan ificreased from 18*3 
per •cent in 1928-9, to 43*2 per cent during the same period as 
against i’8 per cent in 1913-14, the increases being mainly in cotton 
twist and yarn and gray and coloured goods. Java continued to be 
the principal source of imports of sugar, though the total imports 
are no longer* considerable. A feature of the trade in 1936-7 was 
the large^ increase in the share recorded under China (including 
Hong-Kong), whence large quantities of sugar, apparently of 
foreign origin, are consigned to India. The LTnited Kingdom has 
lost ground during post-War years in the supply of iron and steel, 
machinery and hardware to the United States, Germany, Belgium 
and even Japan, though she is the largest single supplier, especially 
of iron and steel, and machinery. In iron and steel the United 
Kingdom maintained a predominant position and accounted for 
over 56 per cent of the total trade in 1936-7, almost the same as 
in the preceding year. The decline in the share of Germany, 
France and Luxemburg was accompanied by an increase in Belgian 
participation. In recent years Japan has steadily increased her 
contribution from 6 per cent in 1935-6 to 8 per cent in 1936-7. 
In machinery the increase in the share of Japan since 1934-5 was 
at the expense of the United Kingdom, which is by far the largest 
supplier. Among other countries, the U.S.A., Germany, Belgium, 
and Sweden improved their contributions as compared with the 
preceding year. In the case of hardware the ' United Kingdom 
17 
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gained ground in 1936-7, her share having risen to 34*1 per cent 
from 31*8 per cent in 1935-6. Japan also increased her participa- 
tion from 10*9 per cent to 11*8 per cent. On the ^other hand, the 
shares of Germany, the U.S.A. and Sweden ideclined. 

.Under mineral oils, Iran, the U.S.S.R. and ?^he United^ States 
of America lost ground, while Borneo and Sumatra considerably 
improved their position. In motor vehicles the share of the United 
Kingdom rose from 41 7 per cent in 1935-6 to 41 9 per cent in 
1936-7, and that of the U.S.A. from 35‘5.^per cent to 38 0 per cent 
(kiring the same years. Germany also advanced her share to 
6 per cent, while the share of Canada dropped frqm 17 per cent in 

1935- 6 to 1 1 '2 per cent in 1936-7. 

(ii) Exports . — On the export side, the United Kingdom is by 
far the largest single customer for Indian tea, taking 85*6 per 
cent of the total exports in 1936-7 as compared with 89*6 per 
cent in 1935-6; Canada’s share improved from 3*2 per cent in 

I935"6 Io 3'7 per cent in 1936-7. The share of the U.S.A. 

improved from 19 per cent in 1935-6 to 2*1 per cent in 1936-7. 
Direct trade in tea with the U.S.S.R is now insignificant, though 
Russia absorbed ii per cent of the total exports of tea in the 
pre-War year. lA raw jute, the United Kingdom absorbed 23*6 
per cent in 1936-7 as compared with 21*6 per cent in the preced- 
ing year. Among other European countries, Germany and Spain 
considerably reduced their participation, w^hile the shares of 

France, Belgium and Italy increased. The shares of the United 
States of America and Japan showed increases.' In the case 
of jute manufactures, America as usual w^as the principal outlet, 
but her relative share fell from 32*1 to 31 ’9 per cent, while 

those of the United Kingdom and Argentina increased from 
8*8 per cent to 9*7 per cent and 10*4 per cent respectively. The 
share of Australia declined from 9*3 to 8*5. Siam, Canada, the 
Union of South Africa and Japan are other customers for Indian 
jute manufactures. In raw cotton Japan is the heaviest buyer and 
accounted for 57*2 per cent of the total value of the exports in 

1936- 7 as against 53*1 per cent in 1935-6. The relative share of 
the United Kingdom increased from 13*4 per cent in 1935-6 to 
14*2 per cent in 1936-7. While Belgium increased her share from 
6*5 i>er cent to 7*3 per cent, the shares of Germany, France and 
Italy declined. In food grains, Ceylon is the best customer for 
Indian rice, and accounted for 24*8 per cent of the total value of 
food grains exported in 1936-7 as compared with 31 'i in 1935-6. 
The United Kingdom, Straits Settlements, China, Sumatra and 
Java, Germany and Belgium are other large customers for Indian 
food grains. The share of the United Kingdom advanced from 
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5*2 per cent in 1935-6 to 16*2 per cent in 1936-7, due to larger 
shipments of wheat. In oilseeds, France takes more groundnut 
from India than any other country. The United Kingdom, Germany, 
Italy, and the Nejfierlands arc other principal countries who 
import oilseeds frpm India. There was a considerable improvement 
in the share of the United Kingdom, which rose from 25 in 1935-6 
to 28 per cent in 1936-7. The share of Italy improved from 4'7 
per cent to 6’8 per cent and that of Belgium from 2 2 per cent 
to 2*9 per cent. On the other hand, the shares of France and 
Germany showed decreases. In hides *and skins the United 
Kingdom and the United States arc the largest buyers. The share 
of the United Kingdom rose from 61 7 per cent in 1935-6 to 
67*1 per cent in 1936-7, and of France from i'5 per cent to 2’4 

per cent. There was a very marked decrease in the share of the 

United States of America, which fell from 19*7 per cent to 15*3 
per cent. Germany has reduced her share in the takings of raw 
hides as compared to her pre-War requirements, when she was 
one of the best purchasers of Indian hides. Italy also now imports 
much less than she used to. 

§15. Entrepot (re-exports) trade of Iifdia. — ^The entrep6t trade 
of a country consists of the re-exports of •articles previously 
imported, the country in question serving merely as a convenient 
distributing centre. From very early times India has had a certain 
amount of entrep6t trade, principally by reason of her geographical 

situation. Being situated in the centre of the Eastern hemisphere 

she is a conveoient halting place for the trade between the Far East 
and the West. Thus in the old times, ‘ this section of trade con- 
sisted chiefly of the import of silk goods and porcelain from China, 
pearls from Ceylon, precious stones and spices from the islands of 
the Eastern Archipelago — all for purposes of re-export to countries 
of the west; Venetian glass and the like from countries of the west 
to be re-exported to the east In more recent times India’s 
entrepdt trade was seen steadily to expand till a short while ago, 
showing an increase from Rs. 5*80 crores in 1882-3 to Rs. 18*04 
crores in 1920-1. Since the latter year, however, it has fallen, and 
amounted to Rs. 13J crores in 1924-5, Rs. loj crores in 1925-6, 
Rs. 8 crores in 1926-7, Rs. 9^ crores in 1927-8, Rs. 7*83 crores 
in 1928-9, Rs. 7 crores in 1929-30, Rs. 5 crores in 1930-r, Rs. 4*65 
crores in 193 1-2, Rs. 3*22^crores in 1932-3. In 1933-4 re-export 
trade in foreign merchandise improved slightly from Rs. 3*22 crores 
to Rs. 3*42 crores. The years 1934-5 and 1935-6 saw a further 
expansion, the value of re-exports having risen to Rs. 3*55 crores 


* K. T. Shah, Trade, Tariffs and Transport in India, p. qa. 
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and Rs. 376 crores respectively. It showed a noticeable increase 
in the year 1936-7 when it amounted to Rs. 6*24 crorcs. The per- 
centage shares of the principal countries in the rc-;export trade of 
India in the year 1936-7 were as follows : — Uryted Kingdom 49 per 
cent; United States ii per cent; Ceylon, Aden and Dependencies 
5 per cent each; Japan and Iraq 4 per cent each; Arabia, Iran and 
Kenya Colony 3 per cent each ; and Germany, the Straits Settle- 
ments, the Anglo-Egyptian Sudan and Bahrein Islands 2 per cent 
each. As usual the bulk of the re-cxjjoft trade passed through 
Bombay, which accounted for 78 per cent; Karachi came next with 
12 per cent, while Bengal had 8 pcff cent. 

The following table ^ shows the value of the principal articles 
of foreign merchandise re-exported from India, arranged in the 
order ol their impiortance, in 1936-7 as compared with the average 
of five pre-War years. 


In thousands of rupees 


Articles 

I’rc-Wnr 

average** 

■936-7 

Articli's 

Pre-War 
a\ oragp 

■936-7 

Hides and skins 



Hrud\vai.“ 

■3.89 

■S .67 

(raw) ... 

... 

»Si.6s 

Sug.ir 

52.95 

14,59 



— — 

Fruits mid vegpt- 



Wool, raw 

4^.50 


ablcs 

13.” 

13,60 

,, manufactures ... 

4,16 

14.6s 

Machincr> and mill- 

Total ... 

- 


work 

5,68 

12,95 

46,66 

52 >94 

Apparel 

J 5 i 8 q 

5,93 

Met.als and ores ... 

20,05 

4 i» 4 i 

Gums and rosins ... 
Ilnhordnshery and 

10,54 

5 »JS 

Cotton, raw 


1,64 

millinerv 

... 

4,55 

,, manufac- ... ' 

Rubber manufar- 



lures 

'S 7 .S> 

27.50 

turrs 

1,12 

2,70 




Postal .u tides 

16,24 

1,79 

Total ... 

1 

■S 7 .(>S 

29,14 

.\11 other articles ... 

92,12 

1,19,48 

1 

Vehicles ... 

7,52 

27.15 




Silk, raw 
,, manufactures etc. 

1,23 

7.03 

29 

24,99 




1 

Total value of re- 



Total ... 

8,26 

25,28 

exports ... 1 

4,61,88 

6,24,07 


It will be seen from the above table that the re-export trade is 
mainly in manufactured articles imported* from Western countries, 
especially cotton textiles which are taken by Iran, Muscat, and 
East Africa. The principal article re-exported to Western countries 

Ik* 

* Review of the Trade of India (1936-7), pp. 197-8. 

* The War average was Rs. 8,14,38 thousands while the post-War average 
was Rs. 15,64,74 thousands. 
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is raw wool which is imported across the land frontiers of India, 
the bulk of which goes to the United Kingdom. A certain amount 
of fur skins from Iran are exported from Bombay, which also 
re-exports pearls previously imported from the , Bahrein Islands, 
Muscat, etc. « 

Though India will always act as a distributing centre to a 
certain extent, particularly for those Asiatic countries which have 
no seaboard of their own and to which the Indian jxjrts afford the 
nearest approach for maintaining trade relations with other countries, 
the prospects of the entrepot trade of India are not bright in vigw 
of the growing ^tendency towards the establishment of direct trade 
relations among the various countries, lessening their dependence 
on India as an entrepdt. 

§16. Balance of trade and balance of payments (accounts). — A 

large surplus of exports over imports of private merchandise used 
to be a normal and much noticed feature of India’s foreign trade. 
Occasionally India has experienced what is called an adverse balance 
of trade, that is to say, there has been an excess of imports of 
merchandise over exports, for example in the >cars ig2o-i and 
192 1-2 (see §6 above). The normal excess of exports over imports 
(the so-called favourable balance of trade) w^s liquidated partly 
by •importation of precious metals — gold and silver — and partly 
by payment of interest and other Home charges, which may 
be described as India’s invisible imports (see §17 below). India’s 
average credit balance in merchandise was Rs. 78 crores in the 
five pre-War* years, Rs. 76 crores during the five War years 
and Rs. 53 crores during the five post-War years ending 1923-4. 
During the next quinquennium ending 1928-9 the average rose to 
crores, but it dropped to a low figure of Rs. 43 crores 
during the five years ending 1933-4. ^932-3 was the 

least favourable, the credit balance dropping to a little over Rs. 3 
crores. In 1933-4 f^^e balance in favour of India rose to Rs. 35 
crores. But the following year (1934-5) saw a deterioration of the 
position, the balance dropping to Rs. 23I crores. In 1935-6 it rose 
to Rs. 30J crores and in the following year (1936-7) was more than 
doubled, being Rs. 77J crores. This large favourable balance was 
the result of an increase of Rs. 38 crores in exports and a decrease 
of Rs, 9 crores in imports. The trade depression since 1929, the 
restrictions on the free movement of goods and the changes in the 
volume and character of international trade have had an adverse 
influence on India’s balance of trade, especially during the critical 
ybars of the depression period. While in itself a low credit balance 
need not cause perturbation, the matter is of significance in the 
case of India, which has large overseas obligations to meet. The 
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alleviating* circumstance in this connexion has been the exports of 
gold from India which first came into evidence in 1931.^ The 
change in India’s position from a gold-importing country to a 
gold-exporting country has been one of the m^st important factors 
affecting her international trade account. This i^ clearly brought 
out ty the table on page 269. The normal absorption of the precious 
metals was first checked in 193 1-2, when there was a net export 
of gold to the value of Rs. 58 crores. In 1932-3 and 1933-4 
there were net exports to the value of R?. 65J and Rs. 57 crores 
respectively. In 1934-5 the net exports amounted in value to 
Rs. 52 J crores. In 1935-6 the exports of gold declined to Rs. 37 J 
crores and in 1936-7 to Rs. 28 crores.^ It will be seen that with 
an increase in the favourable balance of trade in merchandise there 
was a contraction in the export of gold. In the year 1936-7 the 
net impKDrts of silver, which had risen from Rs. 37 lakhs in 1934-5 
to Rs. 1,27 lakhs in 1935-6 advanced to Rs. 13,59 lakhs. The 
visible balance of trade, as measured by statistics of private 
merchandise and treasure, was in favour of India to the extent of 
Rs.92 crores in 1936-7, as compared w ith Rs. 67 crores in 1935-6 
and Rs. 76 crores in 1934-5. The total value of gold exported 
from India since England wont otT the gold standard on 20 September 
1931, amounted to Rs. 3i5'2 crores at the end of the week ending 
25 June 1938. 

In a proper balance of accounts or payments there must be 
an exact equivalence between exports and imports, and this will 
be seen to be established, if w^e could take into account not only 
the visible items, that is to say those items which are recorded 
in the customs returns or in other published statistics, but also 
the invisible items, that is to say those items which are not thus 
recorded. 

^17. Credit and debit items in India’s balance sheet. — ^We shall 
now' consider what items have to be taken into account for a complete 
international balance sheet and how India stands w’ith regard to 
each of them :** 

(i) Imports and exports of merchandise. Under this head, as 
we have already seen< India is a creditor country, (ii) With regard 
to treasure, however, India until recently (i 930-1) used to import 
more than she exported and therefore she was a debtor on this 
account. Since 1931-2, as pointed oiit above, the situation 

* This unusual phenomenon of the large exports of gold in recent years is 
examined in chapter viii. 

* In the year ended 31 March 1938 the favourable balance of trade as well 
as the net export of gold showed a considerable decline. 

■ See Morison, The Economic Transition in India^ ch. viii. 
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has been reversed and she has been exporting large amounts of 
gold which make her a creditor on this account, (iii) Loans offered 
or received fropi abroad. While a loan is being carried out, the 
nation which contrai'ts the debt is the creditor, and the nation 

which advances ihe loan is the debtor. Under this head Icdia 
is a creditor country as she has had to raise large loans in England 
from time to time, (iv) The annual interest on capital already 
invested has the opposite effect, making the borrowing country 
a debtor and the lending country the creditor, and as India has 
to make annual remittances of interest on the loans she has 

contracted she ^ a debtor iftider this head, (v) The repayment 
of the loan itself also makes the borrowing country the debtor 
and the lending country the creditor. And as India is constantly 
paying off portions of her foreign debt in addition to paying 

the interest year after year, she is under this head a debtor 
country. The repayment of the loan may take the form of 

Indians purchasing the rupee paper held in England and thus 

bringing the debt home. But the effect of this is the same 

as if the Government had paid the debt out *1*^ revenues, namely, 
that India’s foreign obligations are lessened so far. (vi) The 
earnings of Indians living abroad and of foreigners residing 

in Iiidia, so far as they are remitted in each case to their native 

country by the parlicN concerned. In the former case India is 
a creditor and in the latter she is a debtor. But on the whole, 
under this head India is a debtor. The remittances abroad of 
European merthants and business men, bankers and Government 
offieials fgir outweigh the remittances to this country of Indian 
merchants and coolies residing outside India, (vii) The profits of 
foreign banks and shipping and insurance companies. India’s 
payments under the head of banking profits, shipping freights 
and premiums of insurance, are not precisely calculated but must 
aggregate to a very large sum representing India’s indebtedness 
to that extent, (viii) The remittances of money by foreigners for 
benevolent purpose to a country or donations sent abroad by 
the country make it a creditor in the former ca.se and a debtor in 
the latter. Under this head India is a creditor country, because 
she receives more money from Europe and America for the support 
of missions and mission|jiry schools in India as well as in the 
form of occasional subscriptions raised abroad for the relief of 
famines in India and other calamities, than she sends to foreign 
countries for similiar purposes, (ix) The expenditure of a nation’s 
Government abroad will make it a debtor to that extent, and, 
conversely, the expenditure of other Governments in a country 
will make it so far a creditor. On this account India is a 
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debtor as she has to spend large amounts of money in England 
by way of furlough pay and pensions of European officers who 
have served in India, and for the purchase of stores, etc. She has 
also to pay the English Government forr various kinds of 
expenditure incurred by the latter for India. All this cxpeifditure 
on Government account in England is included under the 
Home Charges, (x) The payment of tributes or indemnities 
obviously makes the paying country debtor and the receiving 
country creditor. As India neither pays nor receives a tribute or 
indemnity, this heading has to be altogether ignored, (xi) The 
expenditure of foreign tourists in Indta and Indian, tourists abroad. 


Credit 


Dehit 


1. Exports of merchandise. 

2. Loant raised abroad. 

3. Remittances by foreigners to 
India for the support of schools and 
missions and for tin* relief of famines 
and other charitable j3urposeb. 

Touiists’ expenses. 


1. Imports of treasure.^ 

2. Interest on loans raised .abroad. 

3. Repayments of loans previously 
imurred. 

4. Remittantes abroad by Euro- 

pean merchants, lawyers, Government 
officers, etc. *' 

5. Profits of foreign banks and 
insurance companies and freight charges 
paid to foreign shipping companies. 

6. Expenditure on Government 
account abro.\d in connexion with 
furlough p.iy, pensions, stores, bullion, 
etc., purchased for the (iovernment of 
India (Home Charges). 

7. Remittances to Indian students 
abroad. 


Under this head India is a creditor because the number of 
foreigners visiting India for sight-seeing is far greater than the 
number of Indians visiting foreign countries, (xii) On the other 
hand, India is a debtor to the extent of the remittances for 
the education of Indian students abroad. The amount thus 
spent is somewhere in the neighbourhood of a crore of rupees 
every year, and there is every prospect of its increasing in the 
future. 

* Since 1931-2, as already explained, India has become a creditor country 
with regard to transactions in treasure, and the item * Exports of treasure * 
should be included on the credit side of her account. 
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For a complete balance sheet, therefore, we should have to 
reckon in all these items, and if that could be done the two sides 
of the account, must balance each other. 

In the statement on p. 266, on the right-hand side we have 
India’s debit iterps, that is, those on account of which India hqs to 
pay more money abroad than she receives : and on the left-hand 
side we have the credit items, that is, those on account of which 
more money is owing to India from foreign countries than she 
owes to foreign countries. 

§18. India’s visible balance of payments (accounts). — Xhe 
statement on p.^269,^ although it excludes (Tovernment stores and 
Government treasure, goes a few steps further than the balance 
of trade in merchandise and treasure towards the construction of 
a complete balance of payments (accounts), by including the transfer 
of funds from and to India through the Government. 

The statement shows in detail the items entering into India’s 
visible balance of payments. The detailed figures work up to a 
plus or minus balance (the sign -h representing net export and 
the sign — representing not import) for^ (‘ach of the three main 
heads of classification, namely, (i) private imports and exports of 
merchandise, (ii) private imports and exports of treasure, and (iii) 
remittances through the Government — all leading up to a plus or 
minus total. 

The visible balance of accounts finally left here must be taken 
to represent the net efl'cet of the invisible items that enter into 
India’s balance of accounts, such as shipping services, private 
remittances, exports and imports of capital, insurances, tourists’ 
expenditure, etc. These have not been included in the statement 
as the figures cannot be estimated accurately. It will be seen 
from the table that gold exports in recent years have largely 
taken the place of the excess of exports eyf merchandise over 
imports and have thus helped to maintain the favourable visible 
balance of trade which is essential to enable India to meet her 
obligations abroad (i.e. her invisible imports).* 

' Taken from the Review of the Trade of India in p. 170. 

* For further particulars regarding the balance of payments for India the 
reader is referred to the publication Balance of Payments (1936) of the Economic 
IntelligAice .Service of the L#ague of Nations. .An attempt is made here by 
the Government of India to go beyond the figures relating to the Balance of 
Trade and Movement of Treasure published in the annual Review of the Trade 
of India. The Balance of Payments is shown separately for (a) goods, services 
and gold (current items) and (b) capital items. Under the former head are 
included the following: 1. Merchandise. 2. Interest and Dividends on long- 
term and short-term capital. 3. Other services, such as port fees; commissions, 
insurance, brokerage ; post, telegraph and telephone ; tourists, diplomatic 
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§19. The * drain ’ defined. — India’s habitual excess of exports 
over imports has g’iven rise to the ‘ drain * theory, which, whatever 
its other vagaries, has at least served to educate, the people of 
India out of the- very common mercantilist fiJIacy, namely, that 
a favourable trade balance or excess of exports, over impril-ts is 
necessarily a g^ood things, and that an excess of imports is 
necessarily an evil thing-. This excess of exports has been 
looked upon by some pi‘oplc as a measure of the tribute paid by 
India to England owing, to her political rf^ubjection. For all the 
outgoings represented by this excess of exports, India of course 
receives some kind of return, and they can all b^ accounted for, 
as we have already seen, by various items of receipt. However, 
as the Spanish proverb has it, ‘ the accounts are all right but the 
treasury is empty 'I'he real point is not whether some kind of 
equivalent is received, but whether the return is ,in every way 
adequate. 

Sir Theodore Mcrison defines the ‘ drain * as that [portion of 
India’s debits for which in any given year she receives no material 
equivalent in goods or mqne} . He, however, forestalls an objection 
to this definition to the effect that in any given year the excess of 
exports may appeaf loss than it actually is, because a foreign loan 
may have been contracted and received in the form of imports of 
various kinds, and this would reduce to that extent the real excess 
of exports to be accounted for and justified. The loan will have to 
be repaid in subsequent years and will then cause an increase in 
exports and in the amount of the ‘ drain ’, and therefore does not 
represent a real gain. In order to meet this objection. Sir Theodore 
Morison takes the ‘ drain ’ to mean potential drain, that is to say, 
that portion of India’s debits, as they would have been in the 
absence of foreign loans, for whi(*h in any given year she receives 
no material equivalent. HowTver, the first of these definitions is 
preferable to the second. Recause we are less concerned with an 
accurate appraisement of the amount of the ‘ drain ’ than u’ith a 
general discussion as to how^ far the various items accounting for 
it can be regarded as adequate returns, and as interest on debt is 
one of the most impTortant of these items and raises important 

expenditure, remittances of emi|;(rants and immigrants, etc. ; reparations in cash 
and other Government receipts and expenditure. ^ 4. Gold (coin and bullion). 
The Capital items include long-term and short-term operations of the Govern- 
ment of India (including municipal issues). Unfortunately no information is 
available roncerning private assets and liabilities abroad. It is very desirable 
that the Government of India should make fuller and more accurate figures 
available (as in the case of figures published by the British Board of Trade in 
the United Kingdom) and include them in the annual Review of the Trade of 
India for general information. 
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issues, it would be inadvisable to accept a definition which would 
compel us to leave it out of consideration. 

§20. The Home Charges. — India's excess qf exports over 
imports is largely accounted for by what are called the Home 
Charges. , • 

The following figures show the great growth of the Home 
Charges between 1859-60 and 1933-4.^ 


Gross Sierting Expenditure in England 




Year 

1 Amount 

1 

Year 

Amount 

- » 

1 Amount 


1 

1 £ 


£ 


i £ 

1 859-60 j 

5,042.945 

1913-14 

20,311,673 

1 928-9 . 

i 

1 ■29.744.993 

1869-70 


1918-19 

23,629,495 

1929-30 

1 3 >.SS 8 . 7 'S 

1879-80 

i 4 i 54.^-*77 

1922-3 

1 31,860,179 

1Q30-1 

31.423,147 

1889-90 

14,848,923 

1024-S 

< 

31,888.776 

1931-2 

30,899,333 

1899-1900 

1 16,392,864 

1926-7 

20 . 507»472 

1932-3 

29.556.401 

1909-10 

19,122,916 

1927-8 

1 

28,864,765 

1 

1933-4 

28,862,177 


The principal items of expenditure (charged against revenue in 
England in sterling) included in the Home Charges are as given 
in the statement on p. 271.* 

We will exclude horn the present discussion the payment om 
account of stores purchased on behalf of India in England, because 
the stores arc a material equivalent and figure in the returns for 
imports. We have already seen that it is an arguable point whether 
these purchases of Government stores could not be effected more 
cheaply and wliether a larger reliance on the Indian market for 
their supply is not feasible. But in the ‘ drain ' controversy we 
are concerned with that part of India’s debits in any given year 
for which (i) in that year no equivalent, material or immaterial, is 
received, as well as (ii) that part, for which the equivalent received 
in that year is immaterial^ i.e. not in the form of material goods 
or money. 


’ Figures up to 1018-19 have been taken from Shah, Sixty Years of Irtdian 
Finance (second edition), pp. 187-8, and those for subsequent years from the 
Statistical Abstract, and 

** Compiled from the Statistical Abstract for British India for Table 

No. 63. 
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Principal Heads of Expenditure in England ( 1933 - 4 ) 

Central and 
Provincial 

’ , . 1 
Direct Demands on the Revenue : ... ... ' ... 1 

1 

£ 

154,291 

• 1 

Railway Revenue Account : , 

State railways : 1 

Interest on debt 

Interest on capital contributed by companies and Indian 
States 

Miscellaneous railway expenditure 

t 

8 , 648 , 46 s 

P 38 . 9 SS 

87,411 

Total . . 

9,674, 8« 

> 1 
Irrigation : Other •revenue expenditure financed from ordinary 
revenues ... ... ... ... .. ^ 

62,827 

Debt Services : 

Interest on debt other than that charged to laihvays 

Interest on other obligations 

43.476 

Total ... 

6,157,218 

Civil Adminhiration 

1,654,379 

^Pensions and allowances : 

Territorial and political pensions ... • ... 

Superannuation allowances and pensions 

7.385 

2 , 596,065 

Total ... 

2,603,450 

Stationery and Printing 

55,464 

Defence Services : 

{ Effective^ , 

( Non-effective 

4.43».J>«* 

3.^4^>7 

Total ... 

1 5,176,205 

Currency and Mint 

6,305 

Civil Works 

122,562 

Miscellaneous 

194,635 

Total expenditure charged against Revenue ... 

28,862,177 


§21. Payments in connexion with foreign loans. — One of the 
most important items in the Home Charges is interest on debt which 
has arisen in consequence of Government borrowings in England 
for financing railways, irrigation works, etc. The various questions 
relating to the employment of foreign capital in this country have 

‘ Effective charges include payments for British forces, furlough allowances, 
troop service and passage money, etc., and non-effective charges Include pay- 
ments in connexion with retired pay, pensions, etc., of British forces and pay 
and pensions of non-effective and retired Indian officers. 
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already been discussed,^ and it should now no longer be necessary 
to emphasize that borrowing money from abroad is not necessarily 
an evil, but that, on the contrary, foreign loans are often to be 
regarded as ‘ highly satisfactory incidents of ecamomic development 
Mapy countries which are rich in national resources but poof in 
capital find it necessary and profitable to borrow from other 
countries, and some of the debtor countries like Canada are amongst 
the most prosperous in the world and are getting more and more 
prosperous with the help of foreign capita). It is obviously absurd 
tq describe the interest on these loans as a ‘ drain *, and since it is 
the interest on foreign debt that figures most prpminently in the 
Home Charges as well as in the rest of India’s disbursements 
abroad, Sir Theodore Morison proposes to substitute the colourless 
expressi(^n, * foreign payments ’ or ‘ net foreign payments ’ for the 
misleading word ‘ drain *, which suggests that these. payments are 
harmful to the country. He argues that this part of India’s in- 
debtedness at any rate cannot be regarded as a drain on the 
country’s resources caused by her political connexion with England. 
For even if she had been outside the Empire it would have been 
necessary for her to raise these loans for the purpose of developing 
her resources. The fact that these debts arc incurred in England 
has nothing whatever to do with Indians political subjection to 
England. The debts are raised in London because London happens 
to be the cheapest money market in the world. It is further 
contended that the jxilitical connexion with England, far from 
being a handicap to India, is of distinct advantage to her in this 
respect, because it has raised India’s credit abroad and h^s enabled 
her to borrow on more advantageous terms than would have been 
possible otherwise. The English Government does not direcjly 
guarantee India’s credit, but the British Government in India has, 
by ensuring a stable administration and by promoting the economic 
development of the country, improved her credit abroad. India is 
thus able to rai.se foreign loans at perceptibly lower rates than 
a number of other countries like Japan, and this is a continually 
increasing advantage, because, for a long time to come, India will 
have to borrow capital on a large .scale, in order to be able to 
proceed satisfactorily with the task of industrialization on which she 
has set her heart; and even if she is able to obtain an advantage 
of no more than one per cent on the rate of interest, she will make 
a clear saving of one million pounds on every hundred million 
pounds that she borrows. The statement, however, that India has 
been able to borrow more cheaply than other countries has been 


‘ See vol. I, ch. xnu 



The Trade of India 


^73 


challenged, and it is pointed out that even the South American 
Republics have not been at an appreciable disadvantage in this 
respect. But whether this is so or not, we must decline to be 
drawn into the purely hypothetical question as to whether an 
independent India would have been able to obtain loans on te»*ms 
not very different from those on which she borrows at present. 
We must limit ourselves to what is rather than to what might 
have been, and what we are called upon to declare in the present 
discussion is whether, with better management, the actual burden 
of the debt, both as regards principal and interest, could nst 
have been appreciably reduced*. In this connexion we shall restrict 
ourselves to the consideration of the most representative as well 
as the most important of our borrowings, namely those for railway 
construction in this country. The various issues that would be 
relevant arc, whether all the railways that have been built were 
required in the best interests of the country, and whether in some 
cases the need for transport facilities could not have been met 
more cheaply by other modes of transport such as roads and 
canals; whether to some extent the expenditure on railways was 
not at the sacrifice of other more deserving claimants for public 
funds like irrigation works; whether the inducements offered to 
foreign capital in the shape of guaranteed rates of interest were 
not excessive ; and whether the railway system was worked as 
efficiently and cheaply as possible with a consistent regard for 
national interests. All these questions have already been discussed 
and we need merely repeat here that in all these respects mistakes 
have been committed, and so far our payments in connexion with 
these loans cannot be said to be compensated fully by economic 
equivalents. We may admit that the railways have been on the 
whole ‘ the harbingers of economic prosperity * in India and that 
the actual advantages, direct as well as indirect, more than out- 
weigh the cost of the construction. But the real point at issue is 
whether these great benefits from railways have not been secured 
at a needlessly heavy cost. 

Payments in the form of interest and profits on the foreign 
capital which has sought investment in this country without Govern- 
ment intervention and mediation do not appear under the Home 
Charges, but they accouni; for a substantial portion of our excess 
of exports. Here again the question resolves itself into a 
discussion of the advantages and disadvantages of foreign capital 
in India, and we can only refer the reader to the relevant sections 
where this subject has been treated.^ We had there occasion to 

* See vol. I, ch. xiii, §§13-19- 

18 
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note that along with some great and undoubted advantages, certain 
serious disadvantages have resulted from the unrestricted admission 
of foreign capital, and therefore the statement that India illustrates 
in its most obvious form the advantage of borrowing foreign 
capital’,^ cannot be accepted without reservation- * 

§22. Civil and military services. — We now come to that part of 
our payments which is made in respect of civil and militar)^ services. 
Here the question whether we get an adequate return for our 
payments will depend upon the manner ,in which we answer the 
fgllowing questions. Is the European agency employed in this 
country indispensable, and if so to what extent? Whether the 
salaries that arc at present deemed to be necessary to attract the 
requisite type of European in the various blanches of public service 
are not too higli, and whethei the process of Indiani/^ation has 
gone as far as it might, without endangering efficiena) or bringing 
in its train other serious disadvantages? These questions will be 
answered differently by different people. But there is a very strong 
feeling that on all these accounts India’s expenditure is much higher 
than it need be. The demand for the substitution of an Indian 
for a European agency wherever possible is not based merely on 
the ground of its rt^lative cheapness. Theic are other considerations 
which are equally important. For example, there is the considera- 
tion that the experience of the Indian officer, unlike that of the 
European officer, is not lost to the country on his retirement. 
Further the relative inferiority of the Indian, wherever it must be 
taken as established, can in many cases be accounted for by the 
lack of adequate opportunity given to the Indian. What is more 
important than anything else, however, is that it is the Indian's 
birthright to be preferred in civil and military employment in his 
owm country, even where he is slightly inferior to the European, 
and much more so when he is quite as fit. 

In connexion with the military charges, another question, apart 
from that of Indianization, is whether the strength of the army at 
present maintained in India is not above her real requirements. 
The non-official opinion is that the army is bigger than is required 
for purposes of Indian defence. On the other side, however, it 
is contended that, even supposing the expenditure on the army in 
India is larger than it need be from t^e purely Indian point of 
view, India is on the whole a gainer. For she contributes only a 
small sum towards the upkeep of the British Navy,* whose services 
are indispensable for protecting her from invasion. If India were 


^ Morison, op. cit., p. 218. 

’ This contribution ceased from 1 April 1938. See ch. zi. 
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called upon to look after her own naval defence, she would have 
to spend a very much larger amount on her navy. But, on the 
other hand, it jgiust be remembered that the British Navy is not 
maintained entirely for the purpose of guarding Indja’s shores from 
invasion. Australia, for example, benefits perhaps even more tijan 
India from the British Navy, though her present contribution 
towards it is far from commensurate with the advantage enjoyed 
by her. Nor is she asked to maintain an army of a strength 
beyond her actual requirements for Impenal uses. The principle 
according to which the strength of the Indian army ought to 
determined is ths^t of making it just adequate for the defence of the 
country, and this furnishes the only test to be applied in deciding 
whether the military expenditure of India so far as it is due to 
the size of the army alone is excessive or not.^ It is indeed 
unreasonable to expect that England should continue without 
complaint to bear the greater part of the expenditure on the navy 
whose services arc available not only to herself but to every other 
part of the Empire, and in the future, proposals will probably be 
made in order to distribute expenditure amongst the different parts 
of the Empire so as to relieve England of the excessive burden of 
her responsibility in this connexion. It would, hbwever, be absurd 
to sflggest that each of the constituent members of the Empire 
should contribute a sum representing the full benefit derived by 
it from the British Navy. The capacity of each member to bear 
any additional burden would be a more reasonable criterion, and 
the comparativie poverty of India would be a valid plea for a 
moderate fharge being levied upon her. Even so, however, it is 
probable that her contribution would have to be more substantial 
thsyi at present, and if matters arc propeily put to her, she will not 
and ought not to grudge this. But the whole question of the 
naval defence of the Empire requires to be treated separately on 
its own merits and should not be mixed up with the question as 
to whether the present*military expenditure of India is not capable 
of being appreciably reduced. If the Indian Army is meant purely 
for the purpose of securing freedom for the country from external 
aggression, its size, personnel and organization are matters which 
must be determined on other principles than if it is meant for 


‘ The size of the Indian army is larger than it need ordinarily be, also, 
because it is required for internal use and is ^not restricted to its legitimate 
function of protection against external aggression. Another common ground of 
complaint in connexion with the army is the system under which the Govern- 
ment of India is required to pay the cost of training British recruits who are 
later drafted to India. These are known as ‘ capitation charges \ See, however, 
ch. xl. 
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Imperial purposes. The Assembly repudiated the suggestion 
underlying the Report of the Esher Committee of 1919 that the 
Indian Army is to be regarded as part of the tcjtal armed forces 
of the Empire. . Actually, however, the army has been frequently 
usqd for Imperial purposes, and the contention that, if it is intended 
to persist in this policy, part of India’s military expenditure should 
be borne by England, does not appear to be unreasonable.^ 

§23. Profits of bankers, and of shipping and insurance com- 
panies. — Other services than those noticed above for which also 
Uidia has to make a payment abroad and which are not exhibited 
under the Home Charges are those* of foreign bankers, European 
shipping and insurance companies, etc. It is one of the cherished 
aspiration . of the Indian people to bo able before long to do much 
of this work for themselves. To say that this is a commendable 
ambition is not to forget the fact that ev’^en wealthy countries some- 
times find it advantageous to buy such services from foreign nations. 
For example, the United States used to be largely indebted, at 
least before the War, to the principal European Powers for marine 
transport service, banking, insurance, and other financial and 
commercial services. But the plea that India should learn to rely on 
herself in these matters is based on the idea that, by so doing, she 
will certainly reap great economic and other advantages, Vhile 
lessening the magnitude of the * drain ’ 

§^4^ Some basic assumptions of the * drain ’ controversy. — As a 
set-off against the various losses incurred by India on account of 
the ‘ drain ’ it is sometimes urged that, after all, * England has 
conferred on India the inestimable boon of peace and has made 
possible an orderly development of the country in all directions and 
that, therefore, India’s losses due to the ‘ drain * are as dust in the 
balance when weighed against these blessings. On this plea, 
however, it would be possible to justify every kind of Government 
extravagance and unfairness. A large number of thinking people 
in this country w^ould readily admit the grdbt advantages to India 
of the British connexion. But precisely because they are 
immeasurable, no attempt should be made to measure them. They 
should not be dragged into a discussion which is occupied with 
more definite and calculable, though perhaps less fundamental, 
matters; just as we should also refuse tp consider as a part of this 
controversy, the incalculable, though none the less real, advantages 
which England derives from India. We may be able to compute 
roughly the advantages which her business men derive from the 

* .This principle has recently been partially accepted by the British Government. 
See ch. xl 
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scope which India offers for their activities and enterprise. But 
by what calculus shall we estimate the gain to England from the 
enormous increalse in her international prestige owing to her posses- 
sion of India; or hov^ shall we attempt to fix the value, in terms of 
pounds, shillings and pence, of the glow of pride and power which 
Englishmen feel when they contemplate this magnificent empire; or 
of the value of India to England as an unrivalled field for the 
training of her soldiers, statesmen and administrators? The 
question of the drain, "if if is going -to lead to any useful 
conclusions, must leave out of consideration all these impalpabfe 
elements. 

As against those who are impressed with the great benefits 
which British rule has confi^rred on India, there are others wdio feel 
that nothing can really be held to compensate for loss of political 
freedom. But those who arc of this opinion have obviously no 
right to engage in a discussion of this kind. For the * drain * theory 
.seeks an answer to the question, how far the compensation which 
India obtains for the outgoings represented by the excess of exports 
is adequate, and in so framing the quest ion*admits the possibility of 
compensation. If arguments with reference to Jhe advantages of 
Pax ^Britannica are to be ruled out of court, so must arguments 
about the degradation involved in the loss of liberty. 

Economics and politics of the ‘ drain ’ theory. — From the 
foregoing discussion it will have been clear that much of the * drain 
theory * in its present form has come to be a somewhat diffused and 
not very effeettve criticism of British administration in India. Its 
associatiorf with political agitation and propaganda has been 
responsible for a good deal of unsound economics. One of the 
eailier crudities of the theory was to suppo.se that the annual drain 
was a tribute exacted by England from India in the form of actual 
treasure. This was, however, seen to be in flat contradiction with 
Facts, which showed a large net Indian import of gold and silver. 
The next stage was to assume that the whole of the excess of 
exports represented so much net loss to the country. This position 
was also abandoned and, as we have just seen, it is now usual to 
idmit that some return is being received in the form of various 
kinds of services, though it is maintained by many people that India 
is required to pay too Iifeavily for them. As a result of these 
successive modifications, the ‘ drain ' theory has lost much of its 
)riginal full-blooded character. The analysis undertaken in connex- 
on with it, however, still remains useful as indicating various 
lirections of urgent reform. Nevertheless we are of opinion that 
:he word * drain * has been one of the most heavily worked in the 
ivhole phraseology of Indian Economics^ and it has b^en invoked tOQ 
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often as an explanation of everything- that is ‘rotten in the state 
of Denmark \ It has served to summarize all the woes and burning 
thoughts of at least two generations of patriots. To many Indians 
of the generation of Dadabhai Naoroji, the usfe of the word ‘ drain * 
also seems to have appeared singularly apt in 'view of a certain 
famous utterance of a rather cynical Secretary of State, who had 
a fatal facility for incisive language, and who talked of the necessity 
of * bleeding India 

Economics in this country began by befing an ally of politics, and 
tfie ‘ drain * theory was the first product of the association between 
the two. It suggested that the intense poverty ef India was very 
largely, if not entirely, due to the tribute exacted by England from 
India. have seen above how the ‘ drain * theory has been much 

improved of late by the introduction of many necessary qualifications 
and how it still points to the existence of a ndmber of real 
grievances. It does not, however, furnish anything like a complete 
explanation of Indian poverty. The first Indian thinker to see the 
necessity of emphasizing many other more important causes was 
Ranade, who was a path-breaker in this as in so many other 
matters.^ Later jvriters have perhaps not always shown Ranade’s 
insight and his exquisite sense of proportion. ^ 

§26. Land frontier trade. — India has an extensive land frontier 
(about 6,000 miles) on the north-w^est and north-east, considerably 
exceeding her sea-coast in length. But at many points it offers 
great difficulties for commcn'c owing to obstacles such as dense and 
impenetrable forests and inaccessible mountains. As there are very 
few openings or pas.scs, like the Bolan Pass on the ‘north-west 
frontier, communication with trans-frontier countries is difficult. 
In our historical survey of India’s foreign trade we have already 
drawn attention to the ancient character of her land frontier trade, 
which was fairly brisk during the Mogul period. In more recent 
limes, the position in respect of trans-frontier communications has 
been considerably improved, especially on fiie north-west frontier. 
Though the principal motive in laying out the frontier railway 
was strategic, It is also serving as an artery of commerce. The 
principal trans-frontier countries with which India has trading 

‘ Lord Salisbury, Secretary of State for Ipdia. said in 1875 : ‘ As India 
must be bled, the lancet should be directed to the parts where the blood is 
congested, or at least is sufficient, nor to those which are already feeble from 
the want of it.’ It was not so much the unusual frankness which characterized 
this 'utterance nor the idea U conveyed {which after all was not so very wicked 
when the whole context is considered) as the sanguinary language employed, 
that caused so much resentment in India and was responsible for the notoriety 
which it attained. 

^ Sec also D, A. Shah, The Indian Point of View in ^eonpmicst p. 12, 
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connexions are Afghanistan, Central Asia, Iran, Nepal and Tibet. 
The course of the land frontier trade during the years ending 
1924-5 is summed up in the following table: the figures include 
trade across the Burmese Irontier, with the Shan. States, Western 
China and Siam.* 


In crores of rupees 



1916-17 

1918-19 

• 

lO^o-i 

1024-5 j 


Imports 

I2-8i 

• 

'S- 9 & 

1 

1 

1816 

ig 

■S 

w 

Discontinued 
from April 

Exports 

Total land 



14-87 ' 

1 



" 8/3 

1025 

trade ... 


1 ^0-83 , 

1 

33*07 

41*81 



Those figures, while they arc insignificant in comparison with 
the total annual sea-borne trade of India, yet reveal a steady 
progress, which is likely to be quicker wnth further improvements 
in trans-frontier communications. 

The feature of the existing system of registration of land frontier 
trade of India (excluding Burma) which came injo force from April 
i92g, is that only the traffic in certain selected commodities at 
certain railway stations adjacent to the more important trade routes 
across the frontier is recorded. (This principle was also extended 
to Burma with effect from i April 1926.) It is estimated that the 
bulk of the inward traffic at these stations is intended to be trans- 
ported beyond the frontier, and the bulk of the outward traffic 
consists eff goods which have come from beyond the frontier. It is 
impracticable however to specify the exact proportion of the actual 
frbntier trade to the total trade registered at these stations. 
Arrangements have been made since i February 1937 for separate 
registration of trade between India and Afghanistan at Torkham, 
Thai and Chaman. Values are also recorded in this case. The 
principal commodities at present imported from the trans-frontier 
countries are food-stuffs such as wheat, grain, pulse, and rice; 
fruits, vegetables and nuts, especially from Afghanistan ; raw wool 
from Afghanistan and Tibet; raw jute and oilseeds from Nepal; 
living animals, principally from Nepal; raw silk, etc. By far the 
most important exports aft cotton goods, foreign and Indian ; cotton 
yarn; grain and pulse; sugar; raw cotton; iron and steel (including 
hardware and cutlery) ; petroleum ; leather manufactures ; silk goods ; 
tea; salt; tobacco, etc.' 

It would be manifestly to the advantage of India to develop this 


^ fievie 7 p of the Trade of India (19.36-7)1 P- * 6 ^. 
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branch of her external trade to the utmost possible extent, especially 
as, with the progress of the manufacturing industries in India, the 
importance of nursing trans-frontier markets will be greater than 
ever before. 

^27. International trade and economic prosperity. — The aggre- 
gate volume of India’s trade is sufficiently large to entitle her to 
the fifth place among the countries of the world, which stand in the 
following order: the United Kingdom, the United States, France, 
Germany, India. As regards per capita trade, however, India 
stands very nearly at the bottom, as the following table, relating to 
the jxjriod before the world trade depression set iru, shows. 


Foreign trade per head of population (special trade in 
merchandise onlyY 

In U.S,A, dollars 


Tountiy 

iqij 

1921 

*925 

C 

Australia 

155 

*75 

255 

Can.ada ... * 

142 

258 

244 

Denmark . . 

134 

•233 

233 t 

United Kingdom 

126 

-*53 

208 

Belgium 

209 

212 

192 

France 

74 

*30 

105 

Germany 

74 

4« 

80 

United States ... . . 


63 

79 

Japan 

12 

3 « 

33 

India 

4 3 

70 

7-3 

Russia 


V2 

47 

China 

1-6 

1 

37 

- 3-2 


It is obvious that in the case of a large country like India, with 
a huge population, a much more considerable increase in the volume 
of the total trade is required to show a given amount of growth per 
head than in the case of small countries. 

We cannot take the per capita foreign trade of a country as an 
infallible index of economic prosperity. For if we did we should, 
for example, conclude that the United Kingdom is considerably 
richer than the United States. And yet the true position is precisely 
the reverse of this. It would scarcely be an exaggeration .to say 
that the very existence of the United Kingdom depends on a pros- 
perous foreign trade, whereas to the United States her foreign trade 
is of slight importance as compared to her internal trade. And 


^ League of Nations Memorandum on Foreign Trade Balances^ vol. I, 
p. 150 (quoted by Mr S. C. Bose in his M.A, thesis, The Foreign Trade 
of India), 
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generally speaking, it will be found that international exchange is of 
far greater importance to small than to big nations. However, the 
safest thing fof the student is to remember that international trade 
is governed by the 'principle of comparative costs and not by the 
wealth or poverty of the countries engaging in it. 'Fhe size of* the 
aggregate, and to a smaller extent the per capita, income may some- 
times serve to corroborate conclusions in regard to the relative 
economic strength of nations arrived at by the application of surer 
tests than the per capita* income ; but there is much risk in making 
it the sole basis for such inferences. Dr Marshall has treated fhe 
whole question ki all its aspects with his usual fulness and ability, 
and we may be pardoned for quoting freely from him. Comparing 
India with the West Indies in the days before England had yet 
become the workshop of the world, he points out that ‘when natural 
and artificial causes were combining to give the West Indies nearly 
a monopoly of the production of sugar, some of these islands im- 
ported not only all their clothing and other manufactures, but also 
nearly all their food. On the other hand, India had at the time but 
little foreign trade, in spite of her vast 'population and the high 
value which Europe placed upon many of her products. For she 
had^ little need of European products; she could herself supply most 
of the things which she desired to have; and Europeans could not 
get access to more than a narrow fringe of the large and rich land. 
Consequently while the foreign trade of the West Indies was for a 
time one Of the largest in the world, that of the whole continent of 
India remained small All the same, however, India was a wealth- 
ier country than the West Indies. Dr Marshall has also observed 
that ‘ a country’s foreign trade is likely to be increased by rapid 
advance in those industries which are already ahead of similar 
industries in other countries; because such an advance increases her 
power of exporting at a profit. But her foreign trade is likely to 
be lessened ; or at all events its growth is likely to be checked by an 
advance in those industries in which she is relatively weak, because 
such an advance will tend to diminish her need of exports ’. A large 
per capita foreign trade may ‘ indicate that a nation is prosperous 
and enjoys comforts and luxuries by participating in an international 
exchange of commodities, or, on the other hand, it may indicate 
that the people live in a* poor and unproductive territory and are 
compelled to give services and import bare necessities, articles of 
simple food, and clothing, fuel and building material and some- 
times even drinking water, as in the case of Aden in southern 


Marshall^ Industry and Trude, p. 25. 
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Arabia \ ^ At the same time, however, so far as actual experience 
goes, great national trade has almost invariably been an evidence 
of high industrial energy, especially when we are considering not so 
much a large pet^ capita, as a very large aggregate, external trade. 
‘ For the same energy of character that makes a nation eminent in 
industry is likely to make her traders alert to seize every opportunity 
of bringing the products in which she excels to the notice of coun- 
tries that cannot produce those things with as much relative ease 
and efficiency as they can other products,' which are in demand in 
htfr own market but cannot be produced there with as much 
ease. The case is specially strong when the • exports consist 
largely of high grade products.* A large aggregate trade 
commonly indicates high industrial efficiency. It shows that, in 
the country in question, ‘ each sort and degree of skill is set to 
the w’ork for wdiich it is spt'cially adapted; plant* is improved 
rapidly ; and that which is no longer the best of its kind is quickly 
thrown out, often to be exported to countries whose industries 
are still backward *. 

In the light of the above considerations we may conclude that 
the great increase in India’s foreign trade in modern times owing to 
the extension of facilities of railway and steamer transport must 
not be regarded as a sign of industrial pre-eminence but at most 
as a necessary preliminary to it. If India develops her own 
manufactures, this may result, at least in the beginning, in a 
con.siderablc diminution of Jier foreign trade, as she will herself be 
producing the manufactures which she at present imports from 
abroad. It may, however, happen that in the future her manufactures 
will develop to such an extent that, after replacing foreign 
manufactures in the home market, they wdll overflow her boundaries 
and spread in the outside world. In fact India’s case may be 
cited in illustration of the uncertain connexion between foreign 
trade and economic prosperity. While her first step forward in 
economic progress has been accompanied by a considerable 
extension, her next step will probably be marked by a decline of 
her international commerce, and the final stage in her economic 
evolution may again be characterized by an increase in her foreign 
trade. 


Internal Trade 

§28. Coasting trade . — ^We have already indicated the 

present position and the future importance to India of her coastal 


‘ ibid., p. 14. 
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trade in our discussion of the proposal to reserve the coastal trade 
for Indian shipping. The coastal trade may be regarded as a part 
of the inland trade of the country, though it also includes a small 
amount of foreign *trade. ^ 

The followii^ table shows the value of private merchandise 
(Indian and foreign) imported into and exported from the several 
maritime provinces of British India from and to Indian ports (British 
and foreign). 


Cgasting Trade* (In thousands of rupev^y 


1 iqifi-if) j 

1 

ifUS-6 

Imports 

Expoi ts 

I rnports 

Exports 


Bengal 

14,16,28 

11,46,70 

15,03,60 

9 , 9 i .93 

Bihar and Orissa . . 

^4.33 

10,67 

9 .W’ 

12,92* 

Bombay 

38.60,35 

21,34,04 

i 8 .S 4 . 7 S 

22,28,72 

Sind 

8,09,05 

6,02^3 

9,03,27 

8,52,96 

Madras 

9,52,06 

8,58,06 

2 1 ,30,05 

9,33,07 

Burma 

16,95,11 

20,32,48 

. 9,93,52 

.M. 09,35 

• Total .. 

87,57,18 

1 

67,74,68 

73 » 95 , i 8 

84.30,95 


Including the value of the exports and imports of Government 
stores and of treasure, the total coastal trade as valued at 
Rs. 1,66*59 l^thhs and Rs. 1,61,84,59 lakhs in 1918-19 and 1935-6 
respectively. The trade between Burma and the provinces of 
tpdia is of special Interest as land communication with Burma 
is very difficult. The total value of imports into Burma was 
Rs. 10,93 J^ikhs and of exports Rs. 34,92 lakhs in 1936-7. The 
principal coastwise imports into Burma are coal, cotton piecegoods, 
jute bags, pulse, betel-nut, iron materials, wheat flour, raw tobacco, 
cigarettes, groundnut oil, dried fish, tea, and sugar, while the 
principal exports from Burma are rice, kerosene oil, petroleum, 
candles, lac, teakwood, timber, gram, pulses, etc.^ 


^ In 1935-6 out of the total \alue of private merchandise imports, viz. 
Rs. 73*95 crores, Indian merchandise was valued at Rs. 68-42 crores and 
foreiffn merchandise at Rs. 5*53 crores ; and Similarly, out of a total value of 
exports of Rs. 84*31 crores, Indian merchandise was valued at Rs. 77*18 
crores and foreign merchandise at Rs. 7*13 crores. 

* See Statistical Abstract for British India (1935-6), Table No. 274. 

* Orissa only. 

* For further details see Review of the Trade of India (1936-7), p. 1^5; 
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The total foreign and coastwise trade (imports and exports) of 
the eight principal ports of India in 1935-6 was as follows. 


Total Trade of Eight Principal Ports {In lakhs of rupees)^ 



Foreign 

Coasting 

Total 


Pre-War 


Prc*-War 


Pre-War 

'9J5-<> 


.iverage 


average 

1 935-6 

a\ erage 

• 

Bombay 


«7.«5 


4>.‘>S 

, 1.45.45 

I, 2 q,I 0 

Calcutta 

I, fi,o6 

r)8,f)6 

18,72 

-*3.27 

i,59,7» 

1,22,23 

Rangoon 


28.18 

19.03 

39.59 

48,96 

f’7-77 

Karachi 

J«.«7 


g,0(i 

*7.55 

47.87 

49,48 

Madras 

16,80 

20,82 

2,81 

8,20 

■ ().6i 

2g,02 

Cochin 


6,08 

3.5h 

7.37 

6,28 

*3.45 

Tuticoriii 

5.5O 

3 t 07 

1,07 

6,39 

.7.25 1 

9,46 

Chitf.'igong 

5.71 

0,06 

1,76 

2,3« 

7.47 1 

8,44 


These figures sho\A that Bombay, Calcutta and Rangoon to a 
very large extent, and Karachi and Madras to a smaller extent, 
account for the bulk of the total foreign and coastal trade of India.® 

To ensure the fullest possible development of the coastal trade 
in India, a comprehensive programme of port development, Vhe 
building up of an Indian mercantile marine and a proper co-ordina- 
tion between coastal and railway traffic are necessary, but these 
are topics on which we have already expatiated at considerable 
length.® 

§29. (iij Inland trade. — India, like America, but unlike the 
United Kingdom, is more vitally interested in her internal than in 
her external trade. This is not surprising in view of the conti- 
nental dimensions of the country, her teeming population, her 
diversity of physical and climatic conditions and her vast and varied 
natural resources. In modern times the extension of improved 
means of communication and transport has added greatly to the 
volume of the internal trade, and this process will be quickened by 
a general economic advance and the progress of organization, which 
will increase the scope for exchange between town and country. 

The great importance of the internal trade of India is 
insufficiently appreciated. The imposing ^gures of the exports of 


^ These figures include all foreign and coasting trade, except Government 
stores, in merchandise. See Statistical Abstract for British India (1935-6), Table 
No. 260. 

* For an interesting account of the trade of the principal ports see Vera 
Anstey, Trade of the Indian Ocean, pp. 79-85. 

• Sw Ch. Vf 
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cotton, jute, rice, wheat, oilseeds, etc., represent only a moderate 
proportion of India’s total production, of which some idea has 
already been g^iven; though of course it is true that not all that 
remains after expo^ is offered for sale, for a part is directly con- 
sumed by the producers, as in the case of the peasant proprietors 
who consume a large portion of the food-stuffs raised by them. The 
great importance to India of her internal trade is brought out by 
the consideration that, ‘ if India’s total agricultural produce is taken 
into account, calculations show that for every acre of land producing 
goods, whether grain, oilseeds, fibres, tea, etc. for export, eleyen 
acres are cultivated for local consumption ’.^ To the agricultural 
production which remains in the country for internal consumption 
and exchange must be added the non-agricultural produce, such as 
mineral production and manufactures, of which only a small 
percentage is exported abroad. 

No accurate and reliable statistics are available regarding the 
volume and the value of the inland trade of the country. Fairly 
satisfactory data are available regarding the coastal trade, the bulk 
of which, as said above, may be regarded as part of the internal 
or the inter-provincial trade of the country. But so far as the 
inland trade proper goes, sacrcely any information bevond the stati.s- 
tic« of the goods traffic of railways was available for some years. 
Until 1923 the Department of Statistics used to publish the compil- 
ation Inland Trade (Rail and River-borne) of India annually, and 
all the provinces used to issue similar publications. These gave the 
import and export trade in staple articles of each of the live or six 
blocks into which every province was divided ; and the imports and 
exports of eighteen bigger blocks forming the trade divisions of 
India as a whole. The figures related to quantity only; the figures 
c)f value, given in a few cases, were admittedly very rough. The 
internal trade returns were defective in other respects also. Trade 
within a block was not recorded; there was obvious evasion on 
railways ; and trade by road, which is not negligible, was not taken 
into account.® However in spite of their defects these statistics 
were of some utility, and it was unfortunate that, except in one 
or two provinces, they were discontinued, as was also the publication 
Inland Trade (Rail and River-borne) in 1923 on the recommendation 
of the^ Retrenchment Committee. The Economic Enquiry Committee 
rightly pressed for the revival of the publications of the internal 
trade returns^ and for their improvement so as to bring them into 
line with the more up-to-date statistics of the same kind maintained 
by countries like the United States. It is gratifying that the 

* See Worswick, The Economic Resources of the British Empire, p. 145. 

^ * Economic Enquiry Committee Report, p. 13. 
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Government of India have since April 1933 revived the publication 
of these statistics, by issuing Accounts relating to the Inland {Rail 
and River-horne) Trade of Indioy every month, offeripg a summary 
view of the inlapd trade of India during each month together 
with^ running totals from the beginning of tlje official y^ar. 
The new series, which is published by the Department of 
Commercial Intelligence and Statistics, retains in essentials the 
form of the older publication. The statistics are given relating to 
the inland trade of India carried by the railways and the steamer 
services, and represent the movement of trade into and from a 
province, taken as a whole, or a chief port or ports, the trade of 
which is registered separately from that of the trade of the province 
in which such port or ports may be situated. The trade dealt with 
in these a^^counls falls into one or other of the following categories: 
(a) the trade of a province with other provinces, (b) *the trade of 
a chief port with the province in which it is situated, and (c) the 
trade of a chief port with other provinces. Goods carried from 
one station to another within the same province or principal trade 
block are not registered .for the purpose of these accounts. For 
the purpose of registration of these statistics the country is divided 
into 18 principal blocks as follows : (a) 9 blocks representing British 
provinces, (6) 4 representing the principal port towns, viz. Calcutta, 
Bombay, the Madras seaports and Karachi, and (c) 5 representing 
Indian States. The rail-borne trade is not registered in Burma. 
The statistics relate to quantities and denominations only, and 
figures of value are not given.* The net weights are given 
uniformly in standard maunds of 82 2/7 lb. The statistics in the 
new series are thus characterized by the same defects as in the 
case of the older one. 

The table on p. 288 shows the total trade in each article between 
each province, and Indian State and chief seaport (in maunds) in 
the twelve months, i April 1936 to 31 March 1937.“ 


^ As the railway and steamer invoices show only the figures of quantity, 
the statistics in the above accounts relate to quantities only. Owing to the 
great disparity between the prices for the same commodity in the different 
parts of the country it is not possible to work out the corresponding figures 
of value ; and past experience shows that on whatever basis values are assigned, 
these are in most cases only a very vague ap^oximation to the truth and 
should more often than not afford no basis for working out a true and correct 
balance of trade for the different provinces involved. See Accounts relating 
to the Inland (Rail and River-horne) Trade of India^ March 1937, pp. 1-2. 

^ The total inland trade in the main commodities increased from 628,4^4 
thousand maunds in 1933-4 736«S39 thousand maunds in 1936-7, or by^ 17 

per cent. This may be regarded as an index of the partial economic recovery 
of the country. • 
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In the absence of full and dependable statistics relating to inland 
trade, no precise idea can be formed of its dimensions and of its 
relative importance as compared to the foreign trade of the country. 
According to Inland ^rade of India for ig20~i» the total inland trade 
was estimated at nearly Rs. 1,500 crores, thus giving a proportion 
of 2^ : I between the domestic trade and the foreign trade. ^ Such 
figures as are available, however, leave no doubt regarding the 
small volume of the Inland trade in relation to the si^e and the 
population of the country. With a fuller development of the 
economic resources of the country the volume of internal trade^is 
bound to increase to many# times its present size. It is also 
necessary to folfow a policy of systematic development of the inland 
trade of the country having regard to the uncertain character of an 
external trade and the big drop in our export trade. The 
revival of our external trade will, of course, stimulate the internal 
trade. It is, ho\^ever, desirable to bring about its extension apart 
from its connexion with the external trade. 

§30. Principal trade centres of India. ^ — We may now fittingly 
conclude this chapter with a brief description of the principal trade 
centres of India, and follow it by a few words about commercial 
intelligence and trade organizations. In an account of the trade 
centres of India mention may first be made of the four principal 
harbours of India, namely, Calcutta, Bombay, Karachi, and 
Madras. Calcutta and Bombay are not only the principal ports 
but also the most important industrial centres of India. Bombay 
is further the chief distributing centre for western India for the large 
volume of imports of cotton manufactures. The trade of Bombay is 
preponderantly in Indian hands as contrasted with Calcutta, where 
it is largely under the control of Europeans. Karachi is the centre 
of the wheat trade. Madras also is a considerable trade and 
industrial centre but not comparable in importance to Bombay or to 
Calcutta. Apart from these four principal ports,’ other big trade 
centres are Cawnpore, Delhi, Ahmedabad, Amritsar, Agra, Lahore, 
Benares, Lucknow, Nagpur, etc. Cawnpore, which is an important 
railway junction in the United Provinces, holds a central position, 
being situated half-way between Bombay and Calcutta, and is a 
convenient distributing centre for foreign and local goods. Delhi,. 

^ K. T. Shah holds that this is a»i underestimate, and places the value of the 
inland trade of India at Rs. 2,500 crores. Trade, Tariffs and Transport, p. 122. 

* See Cotton, Handbook of Commercial Information for India (third edition), 
pp. 62-1x3; also vol. I, ch. H. 

* Besides these principal ports there arc others of some importance in 
Kathiawar : Bedi in the State of Navanagar, Okha (in Baroda State), Porbunder 
and Bhavnagar. 
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now the capital of India, is the junction of nine railway lines and an 
important clearing house for the Punjab and the western districts of 
the United Provinces, particularly in cotton, silk and woollen piece- 
goods. Ahmedabad Js, next to Bombay, the most important centre 
in the Bombay Presidency. Amritsar in the Punfab has not only 
a large entrcp6t trade in piece-goods, but also does a large busirTess 
in skins and hides; it is also well known for its carpet industry. 
Agra has considerable manufacturing industries connected with 
carpets, durries, embroideries and stone work, and is a collecting 
centre for the better qualities of hides. Lahore is the chief trading 
centre for the agricultural produce of the Punjab. Benares is 
mainly of interest as a considerable centre of the silk-weaving 
industry. Lucknow is commercially of interest as a distributing and 
collecting centre for the rich agricultural produce of Oudh. Nagpur 
derives its commercial importance from its weaving mills, cotton- 
ginning and pressing factories, and the extensive manganese 
deposits in its neighbourhood. In addition to these centres of 
trade, mention may be made of Jubbulpore, Mirzapur, Madura, 
Gwalior, Dacca, Srinagar, Sholapur, Amraoti, Hyderabad (Deccan), 
Allahabad^ Jaipur, Baroda, Bangalore and* Mysore. 

Commercial intelligence and trade organization. — The col- 
lection, careful analysis and judicious distribution of commercial and 
industrial intelligence has now come to be a necessary function of 
governments in civilized countries in view of the international com- 
petition in industry and commerce. Not a little of the prosperity 
of countries like Germany, Japan and the United States, is owing 
to their excellent system of commercial intelligence. Trade com- 
missioners* are appointed and consuls stationed in foreign countries, 

‘ their main duty being to supply information about foreign markets 
to 'their respective countries. India Is insufficiently equipped in all 
these respects. Though the Commercial Intelligence Department 
came into existence as far back as 1905, it was put in evidence 
before the Industrial Commission that there was no clearly defined 
channel through which information on commercial matters in the 
possession of the Government could be communicated, whether 
publicly or to individual applicants.^ The Commission made several 
useful recommendations in this connexion, including the establish- 
ment of Indian trade agencies in other countries such as East 
Africa and Mesopotamia. • The position today is .somewhat more 
satisfactory than it was a few years ago. The Department of 
Commercial Intelligence and Statistics, Which was reorganized in 
1922, now forms a connecting link between the commercial public 
and the Government of India. It collects information bearing on 
‘ Industrial Commission Report ^ par. 180. 
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overseas trade which may be of use to Indian firms; compiles and 
publishes statistics of all-India importance relating to trade, industry 
and so on. It answers trade inquiries, effects trade introductions 
and publishes in the Indian Trade Journal (the weclcly organ of the 
Department) statistics and other information of commercial »va]ue. 
The Department keeps in touch with trade developments of interest 
to India. In the United Kingdom, through the medium of the 
Indian Trade Commissioner in London, who since 1926 has been 
assisted by the Trade Publicity Oflicer, opportunities as they present 
themselves in England for commercial publicity arc utilized in 
India’s interest. This step has led, to some useful results. The 
Department of Commercial Intelligence and Statistics also works 
in closo co-operation with the Indian Trade Commissioner in 
Hamburg. wSince these appointments were made, arrangements 
have been made for the display of Indian goods at some of the 
important exhibitions and fairs on the Continent.^ 't'he Department 
of Commercial Intelligence is also in close touch with His Majesty’s 
Trade Commissioners in India and the Dominions and with Consular 
Officers in the various parts of the world so as to stimulate the 
overseas demand for Indian produce and manufactures. The High 
Commissioner for India in London, whose office was created in 
1920, has been saddled with much miscellaneous agency and fina,ncial 
work, of which the purchase of Government stores is the most 
important. He is therefore not in a position to be of much use 
for promoting Indian commercial interests abroad. The organiza- 
tion described above is chiefly concerned with making known abroad 
information regarding the possibilities of Indian markets for foreign 
goods. It is equally necessary, however, to supplement it by a 
similar organization for the purpose of making available in India 
information regarding foreign markets for Indian goods. New 
ground was broken in this direction by the Trade Mission which 
was deputed in 1928 by the Government of India in pursuance of a 
suggestion made by the Textile Tariff Board (1926) to explore the 
potentialities of certain export markets for Indian textile goods.* 
The Report submitted by the Trade Mission suggested the appoint- 
ment of three Trade Commissioners for India to be stationed at 
Alexandria, Mombasa and Durban. The establishment of Indian 
trade agencies and of an independent Indian consular service, as in 
the case of the self-governing Dominions^* would be well justified as 
helping to develop trade relations with foreign countries on lines 
mo^t beneficial to India. In January 1930 the Government of India 
outlined a scheme which contemplated the appointment^ of six Trade 

* See India in 19^6-7, p. 209 ; and India in pp. 208-9. 

” See ante, p. 38, and India in iga 8 -g, p. 198* 



The Trade of India 


291 


Commissioners, one each at Hamburg, Milan, New York, Durban, 
Mombasa and Alexandria. Accordingly an Indian Trade Commis- 
sioner was appointed at Hamburg in 1930. In 1935, a similar 
appointment was made at Milan. In 1937 Indian Trade Com- 
missioner opened his office at Osaka in Japan. 'Towards the end 
of December 1937 provision was made for an Indian Trade Com- 
missioner for East Africa at Mombasa. Recently (June 1938) a new 
Indian Trade Commissioner opened his office in New York. The 
appointment of a Trade Commissioner at Alexandria is under 
investigation.^ 

§\^X^^onimercial organisation in India. — The most important 
and the best organized non-official commercial organizations in India 
are those formed by European merchants, such as the Associated 
Chambers of Commerce of India and the various Chambers of 
Commerce at Calcutta (1834), Bombay (1836), Madras (1836), Ran- 
goon, Karachi and other principal centres. Their membership, 
except in Bombay, is preponderalingly European, though open to 
Indians also. This is but the natural outcome of the earlier start 
made by European traders in establishing commercial connexions 
between India and the West. In addifion to the Chambers of 
Commerce there are also associations representing particular 
brjyiohes of trade, such as jute mills and cotton mills; and also 
those representing retail traders in the principal cities. Hitherto 
the Indian commercial community have suffered from lack of suitable 
organization for obtaining redress for their legitimate grievances, 
and it is a welcome sign of the times that Indian merchants are 
waking up to the necessity of organizing themselves. There are 
now several purely Indian associations, such as the Bengal Nat- 
ional Chamber of Commerce, which is the oldest (1887) organiza- 
tton of the Indian mercantile community, the Indian Merchants* 
Chamber and Bureau, Bombay (1907), the South Indian Chamber 
of Commerce, Madras (1909), the Indian Chamber of Commerce, 
Calcutta (1925), and the more recently (1927) started Maharashtra 
Chamber of Commerce. There is also an All-India Federation of 
Indian Chambers of Commerce and Industry.* All these organiza- 
tions can be of immense service in focussing commercial opinion in 
India and giving a lead to the Government in regard to problems 
affecting the commercial and industrial development of the country.® 

f 

* Viceroy’s address to the Associated Chambers of Commerce, 20 December 
* 937 - 

* For an instructive and comprehensive account of the several Chambers of 
Commerce and Commercial Associations in India, see Cotton, op. cit., part iv. 

* It mny be noted here that some of the important Chambers of Com- 
merce have been given representation on both the Central and Provincial 
legM^tive bodies. 
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CURRENCY AND EXCHANGE— Part I ' 

§T. Indian currency in the pre-British era. — Since Akbar’s time 
the currency in northern India had come to consist of the g'old 
mohur and the silver rupee, which both weig^hed 175 g^rains troy. 
There was no fixed lej>al ratio between* them, though each of 
thf coins bore a fixed ratio to the dutUy the copper coin of the 
Mogul Empire.^ In southern India, which never Came completely 
under the dominion of the Moguls, gold was the principal currency. 
Under Ilmdii rule, preference was generally given to gold, while 
the Mohammedans showed a predilection in favour of silver. 
When the Mogul Empire broke up and on its ruins' arose a targe 
number of independent states, many of them signalized their inde- 
pendence by striking a special coin, this being regarded as a mark 
of sovereignty. Though the old denominations were generally 
retained, there w^as every degree of variation as regards weight 
and fineness. So that w'hcn the East India Company came upon 
the scene, it found that the currency position was characterize^ by 
a bewildering multiplicity and variety of coins of gold and silver. 
It has been calculated that as many as 994 different coins made of 
gold or silver and of varying weight and fineness were current.® 
The services of professional shroffs (appraisers) had constantly to 
be requisitioned to ascertain the value of the coins held by the 
people. The East India Company found its commercial transactions 
seriously hampered by this chaotic condition of the currency, and 
thus began the scries of experiments in currency organization in 
India, whose history it is our purpose to narrate in this chapter. 

§2. Four periods in the nineteenth century. — We may divide 
the history of Indian currency in the nineteenth century into four 
periods^: — # 

(i) The fir.st period (1801-35) is characterized by attempts to 
establish a uniform rypee as the only standard for the Company’s 
possessions. 

* This chapter will be mainly concerned wi|h the history of the. Indian 
currency and exchange system up to the appointment of the Hilton-Young 
Commission in 1925. The next chapter will deal with the various criticisms 
of the system and with its reconstruction on the lines suggested by the 
Hilton-Young Commission. 

* B. R. Ambcdkar, The Problem of the Rupee, p. 3. 

* H. D. Macleod, Indian Currency, p. 13. 

^ See Findlay Shirras, Indian Finance and Banking, p. 93, et seq. 
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(ii) The second period (1835-74) is marked by efforts made 
to introduce a gold currency, and several proposals in this connexion 
Avere discussed*, without, however, leading to the establishment of 
a gold standard and a gold currency. 

(iii) The third period (1874-93) witnessed a continuous • fall 
in the value of silver, making the exchange value of the rupee 
low and unstable. During this period there was considerable 
agitation for currency reform on (he basis of international 
bimetallism. 

(iv) The fourth period (1893-1900) is characterized by the 
closing of the indian mints to the free coinage of silver and the 
subsequent linking of the Indian currency with the gold standard — 
a process completed in 1898 with the recognition of the British 
so^reign as unlimited legal tender side by side with the rupee, 
wi® the fixed legal ratio of 15 : i between them. 

We shall now deal w^ilh these four periods in more detail. 

§3. The first period ( 1801 - 35 ). — ^The first attempt of the East 
India Company at evolving order out of the prevailing confusion 
in currency resulted in a simultaneous issue of both gold and silver 
coins with the- Company’s stamp, and w'ith a definite legal ratio, 
wei^fht and fineness. But owing to the fluctuations in the market 
value of the two metals it was found impossible to maintain the 
ratio. Under the official ratio, gold was undervalued and w^as there- 
fore displaced by silver. About this time Lord Liverpool published 
in England his famous Treatise on the Coins of the Realm, which 
enunciated the principle that only one metal should be the standard 
and unlimited legal tender, though other metals might also be 
coined and allow’cd to circulate at their market value. The Directors 
of the East India Company, seeking a way out of the currency 
muddle in India and influenced by Lord Liverpool’s work, selected 
silver to function as the only standard in India. However, in 1806, 
in a dispatch to the Governments of Bengal and Madras, they took 
care to mention that their intention was by no means to drive gold 
out of circulation where it w^as the general measure of value. The 
Company tried to keep the ratio fixed between the rupee and the 
gold mohurs, but the latter came to be undervalued, and disappeared 
from circulation. The recommendations of the Directors in 1806 
had alfow^ed discretion to^he Indian authorities as regards the time 
and manner of giving effect to them, and they were not acted upon 
immediately. In i8i8, however, the silver rupee of 180 grains, 
11/ 1 2th fine, was substituted for the gold pagoda in the Madras 
Presidency. The coinage of gold pagodas in Madras was stopped, 
but,.^|Dr the convenience of the public, it was announced that gold 
coii^^^ould be issued, and Avould be paid and received by all the 
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public offices at such rates as might be determined by proclamation 
from time to time, the first rate chosen being 15 : i. 

In the meanwhile, the Bombay rupee had been ‘made identical 
with the Madras rupee in 1823, and the last step was taken in ^1835, 
wh«i the Indian rupee in its present form and 'si/e was issued, 
being the same in regard to weight and fineness as the Madras 
rupee of 1818, and was made sole legal tender of payment through- 
out the territories of the East India Company. Mints were opened 
to its free coinage, and the Indian system came to be one of silver 
mdnomctallism, instead of the bimetallic or parallel standard system 
which had prevailed so far. The value of the silver bullion in the 
rupee and its legal value were identical. This Act remained in 
force up to 1893. 

§4. The second period ( 1835 - 74 ). — The Act of 1835, however, 
authorized the coinage of gold mohurs and of five-, t^n-, and thirty- 
rupee gold pieces at market value, if required by the public. In 
1841, a proclamation was issued authorizing the public treasuries 
freely to receive the gold mohurs at their face value, that is to say, 
at the rate of 15 : i, in ptiymcnt of public dues. In 1848 and 1849, 
owing to the Australian and Californian gold discoveries, the price 
of gold fell in terms of silver. Gold was overvalued in the official 
ratio of 15 : i, and the holders of gold coins availed themselves of 
the opportunity to obtain a larger price in silver than they could 
obtain in the market. People began to pay their public dues in the 
depreciated gold coins rather than in rupees, much to the embarrass- 
ment of the Government. Lc^rd Dalhousie’s Government, therefore, 
withdre\\ the proclamation of 1841, and gold was thus • definitely 
demonetized. These steps led to a great stringency in the money 
market, which was particularly felt owing to the expansion of trade. 
After 1850 the production of silver was less than was the demand 
for it. Also a large proportion of silver rupees were being 
abstracted from circulation and being put to non-monetary uses. 

* The Mint was pitted against the smelting pot, and the coin pro- 
duced by so much patience and skill by the one was rapidly reduced 
into bangles by the other.*' There were no credit media to speak 
of to relieve the monetary stringency, and banking was yet in an 
undeveloped condition. In these circumstances people began to 
have recourse to their own remedy, as 'was pointed out by the 
Bombay Chamber of Commerce in a memorial to the Government 
of India praying for a gold currency, in which it was said that 

* there is an increasing tendency to the creation of a gold ingot 
currency, by the natives of this country, as a rude remedy for the 


> Cassels quoted by Ambedkar, The Problem of the Rupee, p. 34. 
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defects of the existing silver one and ‘ that gold bars, stamped 
with the mark of Bombay banks, are for this purpose circulated in 
several parts of the country The American cotton famine 
brought fancy prices* in gold to Indian cotton exporters, and gold 
was imported on* a very large scale. There arose, therefore, a 
demand supported influentially by the three Chambers of Commerce 
for the introduction of a gold currency — a demand which was all the 
stronger, because the fear that had been felt about the depreciation 
of gold was largely belied* by actual experience. In November 1864, 
therefore, the Government of India issued a notification by which 
sovereigns and half-sovereigns were to be accepted at Government 
treasuries at the rate of Rs. 10 and Rs. 5 resp>ectively, and the 
Government of India were to pay sovereigns and half-sovereigns 
to their creditors when convenient, and if the latter desired to 
receive them in payment. In 1866 the Calcutta Chamber of 
Commerce again urged the adoption of a gold currency, and 
the Government of India appointed the Mansfield Commission, 
which was the first of the committees and commissions which have 
sat from time to time to deliberate upon tl-^e problem of Indian cur- 
rency and have ladled out conflicting panaceas to cure the currency 
ills of the country. The Man.sfield Commission recommended that 
(i) gold coins of 15, 10, and 5 rupees should be issued, as they 
were likely to be preferred by the people to notes of like values, 
and as the introduction of the gold currency would pave the way 
for the establishment of currency notes; and that (ii) the currency 
should consist of gold, silver and paper. But, for reasons which 
have never been clearly explained, no definite action was taken on 
the Report of the Mansfield Commission. In 1868, a notification 
was issued by which the rate for the receipt of scwercigns and half- 
sovereigns was raised from Rs. 10 and Rs. 5 to Rs. 10-8 and Rs. 5-4 
respectively, as the former rate was out of harmony with the market 
rate and failed to attract gold to the public treasuries. In taking 
:hese steps, without any explicit reference to the Mansfield Com- 
mission, the Government showed their desire ultimately to make 
^old legal tender, but they wished to make sure of the fact as to the 
’elative value of gold and silver in India before stereotyping the 
'esults by law and finally committing themselves to the legal tender 
>f gold. In 1872 Sir Richard Temple submitted a note to the 
government of India suggesting that a gold standard and currency 
vas what was really wanted in India, and that a Commission should 
»e appointed to decide definitely what should be the rating of gold 
ind snver. The Council of the Governor-General were, however, 


^ Ambedkar, op. cit., p. 42. 
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not unanimous, and the second period in the currency history of 
India came to an end with the decision of the Government of India 
in 1874 not to accept the proposal. 

S5. The thiid period ( 1874 - 93 ). — By 1874' a great change had 
bc^in in the monetary status of silver. Germany demonetized silver 
in 1873. Sweden, Denmark and Norway followed in 1874, closing* 
I heir mints to the free coinaj^e of silver. The countries of the Latin 
Union had to fall into line, with the rt‘sult that huge quantities of 
silver were thrown on tbe market. Ther^e was also an enormous 
infrease of output ot silver from new mines and owing to improved 
processes. The demand for gold, on the other hand, was increas- 
ing owing to its introduction as the only standard in Europe and 
the United Slates, and to the general expansion of trade, while the 
supply w’as declining. Gold and silver became in their relation to 
each other simply commodities with no connecting ’monetary fink. 
The depreciated metal began to flow on a huge scale into silver 
standard countries, and India more than ever became a sink for 
silver, w'hii'h, as it came in, was largely coined into rupees by the 
Indian mints. 'Phis heavy coinage w^as one of the causes w'hich 
set up a decided tendency tow’ards a rise of prices in India, though 
the phenomenon became much more marked after iqoo, as^ we 
shall see later on. From 58J. per ounce in 1875, the price of 
silver fell to S2]d. in 1879; 43d. in 1888; 37^d. in 1892; and 27^. 
in 1899. 

With the depreciation of silver the exchange value of the rupee 
in terms of the sovereign, that is to say, its gold value, began to 
move down, and fell from about 2S, in 1871, to about is, 2d. in 1892. 
This is, however, anticipating matters to .some extent. By way of 
picking up the thread of the narrative w^c have to notice that from 
1874 up to 1878, the agitation for reform in India was directed 
chiefly to the closing down of the mints for the free coinage of 
silver with a view ultimately to the adoption of the gold standard. 
In 1876, the Bengal Chamber of Commerce and the Calcutta Trade 
As.sociation sent a memorial to the Governor-General requesting the 
temporary suspension ^of compulsory coinage of silver by the Indian 
mints. The Government, however, refused to grant this request, 
being of the opinion that, without the substitution of gold as a 
standard, no such .step was possible, and \.hat they were not able to 
adopt the gold standard under the prevailing circumstances,, w'hich 
were still unsettled ; and lastly, that the uncertainty in the situation 
was caused not only by the depreciation of silver but also by the 
appreciation of gold. In 1878, however, the Government o^lndia 
themselves proposed to the Secretary of State that definite steps 
should be taken in the direction of a gold standard with a gold 
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currency, and that, in the meanwhile, the cost of the rupee should 
be Increased to the public in India by charging^ an additional 
seigniorage in "order to establish a definite relation between the gold 
coins and the rupee, which might, if necessary,* be altered from 
lime to time. The Secretary of State referred this proposal 1:o a 
CommiUee, which opposed the scheme on various grounds, and 
advised, with a somewhat pontifical air, that ‘ it \vas better to sit 
still than to have recourse, under the influence' of panic, to crude 
legislation the result of*which cannot be "foretold and the effect of 
which cannot be measured ^ As an alternative to a gold standard, 
the Governmenf of India pathetically clung for a long time to inter- 
national bimetallism, with a devotion worthy of a Mrs Micawd^er, 
when prac'tically every other nation was deserting it. Betwx'en 
T867 i^ 99 i there were no less than four International Monetary 

Conferences held to propose remedies for the currency difficulties in 
the different European countries and the United States. India was 
throughout inclined in favour of international bimetallism mainly 
because of her faith in its special use for herself as a means of 
rehabilitating silver in the currencies of the world, which, she hoped, 
would raise the price of silver and thus extricate her from her 
exchange difficulties. But the scheme fell through chiefly because 
of the opposition of England and the general desire on the part of 
the other European nations to adopt the gold standard in imitation 
of England, which led them to take up an attitude of hostility to 
the introduction of bimetallism in the silver-using countries. They 
feared that the demand for gold which this would cause on the 
part of Hie silver-using countries would raise the price of gold to 
inconvenient heights and embarrass the countries of Europe, w^hich 
>vere intent upon the establishment of the currencies on a stable 
gold monometallic basis. 

§6. The fourth period (1893-1900). — In the meanwhile, the 
continued fall in the value of silver and the decision of the United 
States to repeal the Sherman Act, under which that Government was 
required to purcha.se 54 million ounces of silver for annual coinage, 
made the position of silver and therefore the position of the Indian 
rupee more precarious than ever. In these circumstances, the 
Government of India again approached the Secretary of State in 
1892 with the proposal t(f close the Indian mints to the free coinage 
of silver with the object of eventually introducing the gold stand- 
ard, df the International Monetary Conference then sitting at 
Brus^ls failed to arrive at any conclusion in favour of international 
action. Accordingly, in 1892, the Herschell Committee was 
appointed to consider the currency and exchange situation with 
special reference to the above proposal of the Government of India. 
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While the Herschell Committee was still sitting, the Brussels Con- 
ference ended in a fiasco. 'J'he Herschell Committee had to suggest 
a remedy for the following principal defects of the Indian currency 
system as it then existed : (i) the financial difficulties of the 

Government of India caused by silver monometallisih and the falling 
rates of exchange with the gold standard countries; (ii) the evil 
effects of the fall in exchange on the people of India and her 
commerce; (iii) the difficulties caused by the fall in exchange to 
European officials in Indii. 

§7. (i) The financial difficulties of the Government of India.^ — 

The difficulties of the Government came principally from the fact that 
they had to remit yearly a very large sum to England in discharge 
of their jL»oId obligations, viz. the Home Charges. The gold value 
of the rupc'c determined the actual incidence of this charge in 
India and, as we have seen, this value had been constantly falling 
ever since 1874, and there was every prospect (rf its further fall. 
The inconvenience to the Government of this state of affairs was 
well described by Sir David Barbour, the Finance Member of the 
Governor-Generars Council from t888 to 1893, as follows : ‘ The 
immediate cause of our financial difficulties, and the cause which, 
by comparison and for the time being, dwarfs all others, is the 
fall in the gold value of silver, which has added to the Indian 
expenditure in two years more than four crores of rupees. If that 
fall could be stayed and the rate of exchange with England fixed 
permanently at even its present low figure, the difficulty of dealing 
with the present deficit would be comparatively light. . . . Our 
financial position for the co-ming year is at the mercy of the ex- 
change, and of those who have it in their power to affect in any 
way the price of silver. If we budget for the present deficit of 
Rs. 15,95,100 and exchange ri.ses one penny, we shall have a 
surplus; if it falls a penny, we .shall have a deficit of more than 
three crores ; if we impose taxation to the extent of one and a half 
crores of rupees, a turn of the wheel may require us to impose 
further taxation of not less magnitude; another turn, and we may 
find that no taxation ^at all was required. ' 

§8. (ii) Effect of fall in exchange on the people ot India. ^ — 
The increased number of rupees which the Government were required 
to find for meeting their sterling obligations meant more taxation 
in terms of rupees. This of course did not necessarily involve a 
permanent increase of the burden of taxation, for in course of time 
adjustment would have taken place by a rise in silver prices in 

* See Herschell Committee Report^ pars.«3-6. 

• ibid., pars. 32-4. 
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India, so that a larger number of rupees would have meant the 
same quantity of produce, and it is the quantity of produce and not 
the number of 'tokens representing it, that is the proper measure 
of the burden. A certain time, however, must dlapse before the 
adjustment is conipletcd, and in the meanwhile the Indian ryot wduld 
have to pay more in terms of produce. The Herschell Committee 
proceeded to point out that although the burden upon the people as 
a whole might not eventually be greater on account of the fall in 
exchange, there was likely to be a transfer of burdens from one 
c lass to another. Owing to ^the fall in exchange, the burden *of 
those who paid fixed land revenue under a permanent settlement 
had been lightened, and .so had the burden (yf those whose land 
revenue had not been recently resettled. On the other hand, the 
increased salt tax pressed upon the people at large, and rendered 
more heavy the taxation of those who had suffered from the higher 
rupee prices due to the fall in the gold value of silver. 

Those in favour of the continuance of the silver standard argued 
tliat the fall in exchange acted as a stimulus to exports, and that, 
although in theory it was unfavourable tft imports, in actual fact 
India’s import trade had not suffered. For the gold prices of these 
impprts had fallen and were declining more rapidly than the gold 
value of the rupee, so that India was certainly not receiving from 
Kurope smaller quantities of the goods she imported, on the average 
per rupee as well as per sovereign, than she did m 1872-3. As 
Kemmerer' points out, ‘ the actual development of the merchandise 
import and export trade during the twenty years prior to the 
flerschell 'Committee Report had hardly been such as to justify a 
strong condemnation of the silver standard 
• Now as regards the stimulus to exports, this is clearly a transient 
benefit, as the exchange could not be expected to keep on descend- 
ing indefinitely. Moreover, as against the stimulus to exports we 
must put the discouragement to imports. It may be that, owing to 
the fall in gold prices of imports, India Avas receiving as much 
of these imports as before the fall in exchange set in. But if the 
Indian exchange had not been declining and at the same time the 
gold prices were falling, India Avould have received even larger 
quantities of produce than she actually did. Leaving out of account 
temporary gains and losses to exports and imports respectively, 
another important argument against letting things alone was that 
about 74 per cent of the total imports of India came from gold- 
using countries, ' while' 26 per cent only came from silver-using 
countries. Intimate financial and commercial relations had thus 


* E. W. Kemmerer, Modern Currency Reforms, pp. 27-8. 
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been established with gold standard countries, and a constant fall 
in the. value of the rupee must of necessity seriously embarrass 
India’s foreign trade and have the result of introducing an unhealthy 
element of speculation into it. Further, even if the falling rupee 
conferred a temporary benefit on the employer in India, this was 
at the expense of the wa^c-('arner, because wages rise more slowly 
tlian prices. Thus, considering the benefit to India as a whole, 
it could not he said that a continuous fall in exchange was an 
advantage. 

* In view of the dillicultics caused both to Government finance 
and to the commercial community, it would be dilTirult to find much 
fault with the Government’s anxiety to give up the silver standard 
in favour of the gold standard. The alternative method of increasing 
taxation, especially taxation in the form in which it would not have 
been unpopular, namely, by means of import duties; and of severe 
retrenchment in public expenditure, was no doubt not absolutely 
impossible. But gi\cn the prospect of constant fluctuations in the 
value of the rupee, ('ontinuous resort to taxation and economy 
would have been extraordinarily diflicult and unsettling in its effect. 
We repeat, therefore, that the Government’s desire to end all this 
uncertainty by switching the currency on to gold w'as natural ^ind 
even commendable. 

§c). Fall of exchange and foreign capitaL — The influence of a 
heavy fall in exchange was tending greatly to check the investment 
of British capital in India and the development of the country, 
which largely depended upon such investment. For, * London is 
the lending market, and London thinks in gold ’. The uhcertainty 
as regards the interest on the investment and the prospect of the 
diminution which the invested capital might suffer, if it were desiriid 
to retransfer it to England, impeded the flow of British capital into 
India. Foreign firms were also finding a difficulty, owing to the 
falling exchange, in proc'uring the services of European servants, 
required for conducting their undertakings in India. The difficulty 
in attracting foreign capital to the country also had a prejudicial 
reaction on the finances of local bodies in India. 

§io. (iii) Position of European oflBcials. — ^The Indian Govern- 
ment were also faced with difficulties as regards their own officers, 
w'ho began to put forw'ard claims for compensation for the loss 
which they sustained owdng to the fall in exchange. They received 
their salaries in rupees, and to remit a given amount in terms of 
sterling to England for the support of their families and the 
education of their children, they had to spend a larger and larger 
portion of their income than before. This had led to serious 
discontent amongst them. 
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gii. Recommendations of the Herschell Committee. — Having 
convinced themselves that the existing monetary system was in 
urgent need of reform, the Herschell Committee proceeded to Suggest 
remedies. Bimetallism was now out of the question. But instead 
of demonetization of silver and the establishment of a j»old standard 
currency, a sort of limping standard was recommended, uifder 
which there was to be no free mintage either of gold or of silver, 
and the rupee was to continue to he unlimited legal tender, gold 
being used only partially for currency purposes during the period 
of transition, at the end of which further steps were to be taken 
to introduce a full-fledged gojd standard. 

?i 2 . The Government’s action on the Report. — 'I'he (iovernment 
of India approved of the Report, and in an Act was passed to 
amend the Coinage Act of 1870, and the Indian Paper ('urrency Act 
of 1882. It provided for the immediate closure of the Indian mints 
to the free coinage of silver, though the Indian Government were 
allowed to retain power to coin rup>ees on their own account. There 
w'crc also three administrali\e Notifications issued at the same time. 
The first provided for giving rupees in exchange for g'old coin and 
bullion presented at the Indian mints, at* the rale of 16J. to the 
rupee. The second Notification authorized the reciept of gold 
sovereigns and half-sovereigns in payment of public dues at the 
same rate. By the third Notification provision was made for 
currency notes being issued from the Paper C'urrency Offices, in 
exchange for gold coin or bullion, at the same rate. 

The object of these provisions w^as, first, to force up the exchange 
value of the rupee, or rather to arrest its further fall; secondly, to 
encourage* the import of foreign capital; thirdU, to familiarize the 
people with the u.se of the gold sovereign; and lastly, to discourage 
the import of silver. The general idea was to take the first steps 
towards the eventual introduction of the gold standard, and to link 
India with gold-standard countries immediately. It was thought 
that a period of transition was necessary before the actual establish- 
ment of the gold standard. 

§13. Circumstances leading to the appointment of the Fowler 
Committee (1898). — The currency position from 1893 onwards was 
avowedly transitional and provisional, and some definite action still 
remained to be taken. This was hastened by the representations 
of • the commercial community, who were inconvenienced by the 
famishing of the money market through the closing of the mints and 
the temporary suspension of the .sale of' Council Bills, resulting in 
very high rates of discount. In the meanwhile, the rupee had been 
gradually gaining in exchange value, and the time seemed to have 
arrived to place India definitely on a gold basis, or at least, to take 
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a few further steps forward in that direction. This led to the 
appointment of the Fowler Committee in 1898. 

§14. The Government of India’s proposal. — The Committee 
considered several proposals. The first was that of^the Government 
of India, which contemplated a further contraction in the voUime of 
ruffees so as to raise the value of the coin to is. By 1898 the 

Government of India had come to the conclusion that silver should be 
definitely demonetized, and that steps should be taken with a view to 
the ultimate introduction of a gold standard. The experiment of 
closing the mints for silver appeared to have been highly successful 
from their pK^int of view, as the ri|pee had steadily mounted up 
in exchange value since then, as the following statement shows: 


y^ar 


Intiinsic \alue of rupei* 
.lb bilver bullion 


Average exchange 
value of rupee 




V. d. 

1894 

II I 3d. 

I I 1/ 2 

1895 

11 3/8d. 

I I 3/8 

1890 

II 7/8d. 

1 2 I '2 

1897 

10 I f2d. 

I 3 W 4 

1898 

10 3 Sd. 

<1 

' 3 7/8 


The Government of India made the following proposal as a first 
step towards the establishment of a gold standard: »* 

(i) Money should be borrowed in England and part of it should 
be remitted to India in the form of gold to serve as the nucleus 
of a gold reserve, (ii) A certain number of rupees should be 
withdrawn from circulation and melted down in order to raise the 
gold value of the rupee to is. (iii) The silver bullion obtained 

by melting down the rupees should be sold for gold which was to 
be added to the reserve, (iv) The Government should not part with 
any of the gold in their p)ossession until the exchange value of the 


* This showed tJu* (loxorniiient’s implicil faith in the quantity theory of 
money. But Nogaio pointb out th.it the biinple relation required by the theory 
between the rise of the rupi'o and the limitation of its quantity did not, as a 
matter of fact, i-xist. For the rise in exchange did not come about in the 
expected manner ul, firbt, a tall in internal prices, and then diminished imports 
and increased exports leading to a favourable exchange. In fact, Indian prices 
remained steady for nearly five years after the closing of the mints, between 
1893 and 1897, and there was actually a sharp rise of prices in 1898. It is 
also significant that exchange stability was achieved in 1900 just v^hen the 
Government had started minting rupees on a large scale. The real cause that 
sent up the exchange value of the rupee was the snapping of the link between 
the rupee coin and the metal silver of which it was made, making it possible 
for the former to rise in value while the latter was depreciating. In taking the 
measures they took, the Government thu.s builded better than they knew from 
the point of view of gaining their object. See Bertrand Nogaro, La Monnaie, 
pp. 48-54, and V. G. Kale, Indian Economics^ vol. II, p. 439 n. 
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rupee had risen to is, ^d. Till then gold was not to be made 
legal tender in India, though this was to be the future goal of 
currency policy. 

This proposal was founded oix the belief that the contraction of 
currency relatively to the demand for it, due to the closure of the 
Indian mints, had been the real cause of the rise in the exchange 
value of the rupee, and that, so long as this cause continued to 
operate, a further rise in the exchange value might be expected, 
until eventually the rate of is. ^d. was established. The Fowler 
Committee were unable \o agree with the*view that ‘ the rise in the 
exchange value of the rupee was entirely due to the contraefion 
of currency *, and held that ‘ the forces which affect the gold value 
of the rupee are complicated and obscure in their operation 
They were therefore not prepared to recommend the drastic action 
proposed by the Government of India, especially as they feared that 
such action would accentuate the stringency in the Indian money 
market and would provoke the opposition of the commerical classes, 

§15. The Lindsay scheme. — Among the other proposals before 
the Committee special mention must be made of the scheme put 
forward by A. M. Lindsay, Deputy Secre 4 ary and Treasurer of the 
Bank of Bengal. The importance of this scheme is due to its close 
resemblance to the plan which was in fact introduced later on. 
It suggested the raising in London of a long-period loan of ;^io 
millions to be kept there as the Gold Standard Reserve. The 
arrangement of 1893 was intended to prevent the rise of the rupee 
above is. 4^. by making it binding on the Government to give 
rupees in exchange for gold or gold sovereigns. Lindsay’s aim was 
to supplement this plan by making arrangements to give sterling 
in exchange for rupees so as to prevent the fall of the rupee 
below IS. 4J. It was therefore proposed that the Government of 
India should sell in India sterling drafts on London for not less 
than ;^i,ooo at the rate of 15. per rupee, w^hich were to be 

met from the reserve in London. 

In London, rupee drafts were to be sold to applicants for not 
less than Rs. 15,000 at the rate of is. 4 ifi6d. per rupee, and 
these were to be met at Calcutta and Bombay. If an excess of 
rupees accumulated in India as the result of selling sterling drafts, 
and consequently the re.serve in London was unduly depleted, the 
excess" of rupees was to tfe sold as bullion and the proceeds credited 
to the reserve in London. If, however, the stock of rupees in India 
was inadequate, silver was to be purchased out of the gold reserve 
in London and sent to India to be coined into rupees. The essence 
of this plan was that the rupee was to be the circulating medium in 
India, and gold was not to be legal tender. The Fowler Committee 
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turned down the scheme, as they feared that its adoption would 
check that flow of capital to India upon which her ecomomic 
prosperity so largely depended, and they objected that, if the system 
was made permanent in India, it would base India’s gold standard 
for all time on a 'few millions of gold in London, with a liability to 
pay' in terms of gold in London for rupees received in India to an 
indefinite extent. 

Sib. Back to silver. — Another proposal before the Committee 
was a return to silver monometallism. The question of closing the 
mints for silver had formed the subject of heated debate for a long 
tirne before the step was actually tjjken and had evoked .strong 
opposition from official and non-official quarters. For example, 
R. Hardy, Treasurer and .Secretary of the Bank of Bengal, argued 
as follows in a memorandum Avhich he submitted in 1886: ‘The 
foreign trade of India consists of exports of merchandise ; the ex- 
ports pay, not only for India’s gold obligations abroad, but for her 
imports of merchandise as well, and a balance always remains in her 
favour. This balance she takes in silver. If silver is cheap she 
gets more of the metal than she would get if it were not so cheap, 
and I hold that it is most to her advantage to get more rather 
than less silver. The pressure of the gold payments upon India as 
a whole depends not upon the price of silver but upon the gold 
prices realized for the merchandise exported to meet such gold 
payments. That the Government is in the position of receiving its 
revenue in silver, it may be asserted, does not affect that, the 
national aspect of the question, and it is therefore clearly the duty 
of Government to meet any financial necessity arising from a fall 
in the exchange, either by increasing taxation or by -reducing 
expenditure, or by both. To attempt to meet the difficulty by 
taking the extreme measure of changing the standard of value i.s, I 
think, out of the question, and I express this view*, holding the 
opinion that the value of silver wdll probably yet fall considerably.’ 

Similarly, J. Westland, the Controller and Auditor-General, 
wrote in 1886: ‘ 1 am inclined rathei to say that greater facility in 
meeting its home obligations is the only interest that India has in 
a gold standard ; and if a silver standard is better with respect to all 
its other relations and concerns, 1 cannot concede that the question 
connected with its home obligation.s is of such tremendous 
importance as to overw'helm all others. The fact that our European 
officials, regarding our connexion with India as only temporary, 
look to the gold standard of the country, where we ultimately intend 
to live, as preferable for our own purposes, to the silver standard 
of the country where we earn our living, is somewhat apt to increase 
in our eyes the importance of remittance from India to England. 
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But if we wanted to stay in India all our lives, and our children 
after us, as the definite majority of people dwelling in India do, 1 
doubt if we would look upon a manifestly appreciating standard as 
more desirable than one which has been fairly steady in the past, 
so far as absolute value can be measured.’ 

Mr David Barbour, when he was Secretary to the Government 
of India in the Department of Finance and Commerce, was amongst 
the strongest opponents of a gold standard for India, and held that, 
‘ the loss or gain to India as distinguished from the Government of 
India, in respect of her permanent gold obligations depends entirely 
on the gold prices which sh^ can obtain from her exports. No 
manipulation of* the Indian currency can possibly affect the gold 
prices of Indian exports and give any relief to India as a country, 
whatever effect it might have on the financial position of Govern- 
ment. Just as much as Government gained, just so much must 
the Indian people lose 

By 1893, however, the opposition to the closing of the mints to 
silver had abated considerably, and it is significant that Barbour, 
who had some years ago vigorously opposed the plan, was himself 
the Finance Member, and as such sponsored the change of 1893. 
He had been of opinion that the salvation of India lay in 
intcyrnational bimetallism. When, however, he found that that idea 
was impossible of accomplishment he transferred his allegiance to 
the gold standard. And when five years later it fell to the Fowler 
Committee formally to consider the question of re-opening the mints, 
it found that there were comparatively few advocates of the silver 
standard left. Even Sir James Westland, whose opinion against 
the abandonment of the silver standard has been quoted above, 

' opposed its restoration in 1898 in his capacity of Finance Member 
to* the Government of India. He now regarded the demonetization 
of silver as an accomplished fact and stuck to an honest interpre- 
tation of the gold standard as implying the closure of the mints 
for the coinage of silver not only for the public but also for the 
Government itself. This is what he said in 1898, when a demand 
was made by some people that the Government should resume the 
coinage of rupees for relieving monetary stringency : ‘ In our 
opinion, the silver standard is now a question of the past. It is a 
case of vestigia nulla retrorsum. The only question before us is 
how best to attain the gdSd standard. We cannot go back to the 
position of the open mints. There are only two ways in which we 
can go back to that position. We can either open the mints to the 
public generally or we can open them to coinage by ourselves. In 

^ An these three extracts are quoted by Kale, op. cit. (seventh edition), 
vof. 11^ pp. 4^. 
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either case, what it means is that the value of the rupee ill go down 
to something approaching the value of silver. If the case is that 
Off opening the mints to the public the descent of the rupee will be 
rapid. If it is that of opening only to coinage by the Government, 
the descent of the rupee may be slow but it will be no less inevitable. ' 

*§i7* Recommendations of the Fowler Commi'ctee. — The Fowler 
Committee had thus not much difficulty in rejecting the plea for the 
restoration of the silver standard, as no fresh arguments had been 
brought forward, and the actual discontinuance of the silver stan- 
dard since 1893 scns^ibly weakened the case for it. Ji. concluded 
tliat the ideal to be aimed at was the ‘ effective establishment in 
India of a gold standard and currency based on *the principles of 


fhe free inflo w and outflow of go ld ’, and with this end in view' made 
tEe~ following proposals : (i) The Indian mints should be throw n 
open to the coinage of gold sovereign s and half-sovereigns on ter ms 
'Snd conditions such as governed the three AustValian branches 


of the j ^ya l Mint. , T he mints should remain closed to the fre e 
c oinage of silv er as already decided in 1893, ‘ until the proportio n of 
the gold in the currency is foimd to excee d the req uirements of the 
public *. (ii) T he exchange rate was to be finally^ fixed at^iT.'"^ . 
per rupe e, as this was the rate that had already been established, 
and, prices having been adjusted to it, it would be easier to maintain 


th an any oth er ratio. ,(iii) T he rupee might continue to be unlimite d 
legal tender, for, so long as the principle of limitation was in 
effective operation, and no fresh rupees were coined, the value of 
the rupee w^ould be maintained at the ratio decided upon, and it was 
not necessary to make it also limited legal tender for this purpose, 
(iv) The Government should continue to give rupees inf exchang e 
foT—gold, though they should not bind themselves to give gold 
in ex change for rupees, because the undertaking of such 'an 
Obligation would be inconvenient and make them liable to sudden 
demands for gold, to meet which it might sometimes be necessary to 
raise sterling loans at a heavy cost, (v) To secure the conver ti- 
bility of the rupees into sovereigns, the profits on ajiy future silver 


coinage undertaken 


fund to be kept * as a special reserve, entirely apart from the Paper 


Currency Reserve and the ordinary t reasury haianres*. For although 
ho legal obligation to convert rupees into gold was to be imposed 
on the Government, it would be an advahtage if they could pay out 
gold when their reserves permitted and the people were willing to 
accept it. (vi) The Go vernment should be prepared to make gold 
availa ble, particularly for export when the balance of trade wenjt 


against Ind ia. The Committee expected this gold to come froijn the 
gold reserves generally and especially from the gold fund propos^ . 
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by it, but eventually also from circulation, which would become 
saturated with a large amount of gold as the result of the full 
introduction of ^ gold standard and gold currency. 

In shorty the Fowler Committee held that a fixed exchange could 
only be secure d qjnd guaranteed by an effective gold standard. Jhe 
Committee accepted as their model the limping standard adopted 
by the Latin Union and the United States, under which both gold 
and silver were unlimited legal tender with a fixed legal ratio, and 
mints were open only to the free coinage of gold. The recom- 
mendations of the Fowler Committee were accepted almost entirtly 
by the Governnjent of India/ and the x\ct of the year 1899 niade 
sovereigns and half-soveicigns legal tender throughout India at the 
ratio recommended by the Fowder Committee. 

Negotiations were also set on foot for starting a gold mint in 
India, but they proved abortive on account of the opposition of the 
British Treasury. 

A Gold Standard Reserve was formed in iqoo out of the profits 
of the coinage of rupees on Government account, which was resumed 
for the first time after 1893. , 

§18. Remedies adopted in relief of monetary stringency. — (i) 
Circulation of gold . — After the above action bad been taken in faithful 
confpliance with the Fowler Committee^ recommendations. Govern- 
ment policy soon broke loose fiom its moorings and drifted aimlessly 
until it landed into the patchwork of improvizations called the Gold 
Exchange Standard. The Fowler Committee had recommended 
that fresh coinage of rupees should not be undertaken until the 
proportion of the gold in the currency was found to esceed the 
requirements of the public. The Government, however, were forced 
to resume coinage under the pressure of a number of circumstances. 
The closing of the mints had resulted in a stringency which was 
felt keenly as trade expanded and population increased. As a 
temporaty measure for meeting the situation, Act II of 1898 had 
already been passed, by which ‘ the proceeds of the .Secretary of 
State’s sales of Council Bills could be set aside at the Bank of 
England in gold as part of the Indian Paper Currency Reserve. 
The Government of India could issue notes against the gold so 
set aside, and with them could meet pro tanto the Secretary of 
State’s, drafts, without reducing their treasury balances’.* This 

'■ As Kemmerer points out, this measure was practically an adoption of the 
Lindsay ^Pian by the Government (only however to reject it a year afterwards on 
the recommendation of the Fowler Committee). For it meant * the sale of 
exchange in London by the Secretaiy of State on the Paper Currency Reserve 
in India, [at rates representing practically the gold-export point for London, 
with the primary object of realizing curreniqr to meet monetary demands in 
India] *. Kemmerer, op. cit., p. 102. 
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had the effect of adding to the drain on the stock of rupees with 
the Government of India. In order both to familiarize the people 
with gold coin and to obviate the necessity of fresh coinage of 
rupees, the Government made an active attempt in 1899 and 1900 
to introduce sovereigns into circulation by instrupting post bfiices, 
paper currency offices, district treasuries and railways to encourage 
receipts and payments in the form of gold coin. Many of the gold 
coins thus issued, however, were soon returned to the Government, 
who regarded this as a. failure of the experiment to induce people 
tOi use sovereigns as the medium of exchange. The Government, 
however, seem to have admitted defeat too soon ^and too readily, 
and even among their own officials there were not wanting some 
who saw no reason to be dissatisfied with the actual results of the 
experiment. Sir C. K. Dawkins remarked in the course of his 
Financial Statement for 1900- 1 ; ‘ I believe that thQ rate at which 
gold is taken is likely to increase slowly, and that gold will pass 
gradually into general circulation in our seaports and large towns. 
No expectation was ever formed, nor is there any reason to desire, 
that gold would penetratp into the interior, or that the large mass of 
transactions in the country would ever be conducted except through 
the medium of silver and copper. Gold is behaving very much as 
we anticipated.’ Dr Cannan also regards the alleged dislike? for 
gold on the part of the Indian people as a myth. The allegation, 
he says, * is suspiciously like the old allegation that the Englishman 
prefers gold coins to paper, which had no other foundation than the 
fact that the law prohibited the issue of notes for less than ;^5 in 
England and Wales, while in Scotland, Ireland, and almost all 
other English-speaking countries notes for or less were allowed 
and circulated freely. It seems much more likely that silver owes 
its position in India to the decision which the Company made before 
the system of standard gold and token silver was accidentally 
evolved in 18x6 in England, and long before it was understood; 
and that the position has been maintained, not because Indians 
dislike gold, but because Europeans like it so well that they cannot 
bear to part with any of it 

The experiment was not only not persisted in sufficiently long, 
but the circumstances in which it was launched were also exception- 
ally unpropitious, because the famine conditions which prevailed 
intensified the demand for rupees. Sir Edward Law, the Finance 
Member, explained the phenomenon thus : * The great bulk^ of the 
population is purely agricultural. The agriculturist, in ordinary 
times, has little requirement for money in the shape of silver coin ; 


* Dr Cannan*s Foreword to Ambedkar, The Problem of tho p. xiil. 
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he is himself the producer of a large proportion of the food he 
consumes, and his other \vants which must be satisfied by 
purchase are trifling. In seasons of famine, however, the situation 
is changed. The food consumed by the suffering agriculturists must 
be purchased and P^id for with coin, and, as credit dries up in 
times of distress, all his other requirements must equally be paid for 
in cash.’ R. G. Hawtrey, criticizing this view, remarks that Sir 
Edward Law’s explanation of the intensified demand for rupees in 
1899-1900 ‘ was no more than an ingenious conjecture According 
to him the demand occurred at a period of good trade. He admits 
it as a most striking fact that the period of rising exchange from 
1896 to 1900 w^as marked by two severe famines, one in 1896-7 
and the other in 1899-1900, and that this gave a certain plausibility 
to the theory put forward by Sir Edward Law. All the same he 
rejects the theory and argues that there may be more cash trans- 
actions in a time of famine than in a time of plenty, but that does 
not mean that people will hold larger cash balances. 

(ii) Issue of notes and rupees . — However that may be, the 
Government felt themselves forced to resume coinage on a large 
scale in 1900. The silver required for this purpose was purchased 
with the gold in the Paper Currency Reserve in London. We have 
already referred before to Act II of 1898 by which the receipts from 
the sales of the Secretary of State’s Council Bills were set apart in 
the Paper Currency Chest, and notes were issued in India against 
them. This was intended to be a purely temporary arrangement, 
and the Act provided that the gold so set apart was to be held by 
the Secretary of State in London, ‘ until he shall transmit the same 
in gold coin or gold bullion to India, or until the Government of 
India shall appropriate and set apart in India as a part of the 
Currency Reserve an amount of coin of the Government of India 
equal in value to such nates’. This Act was extended in the first 
instance to two and a half years, and again by two years more 
in 1900, w’hen the Secretary of State w^as authorized to use the 
gold so received by him for the purchase of silver bullion to be 
sent to India to be coined into rupees, and to treat such bullion in 
transit and in process of coinage as part of the Paper Currency 
Reserve. The Reserve in London was thus made to serve three 
distincf purposes* (a) It provided funds in London for the purchase 
of silver for coinage whenever necessary, (h) It could be used to 
support the Indian exchange, whenever Jndia had an unfavourable 
balance of trade and it was impossible or disadvantageous to sell 
^uncil Bills. The Secretary of State would, in these circumstances, 


* R. G, Hawtrey, Curteney and Credit, pp. J45*7* 



Indian Economics 


316 

use the gold in the Paper Currency Reserve to meet his expenses 
and an equivalent amount would be transferred to the Paper Currency 
Reserve in India. ^ (c) And lastly, it was a fund into which pay- 

ments might be .made by the Secretary of State whenever he sold 
Council Bills in excess of his requirements in ^)rder to prevent 
exchange from rising unduly high and inducing an undesirable 
shipment of gold to India. Against these payments notes would be 
issued in India. 

In 1902 these provisions were made permanent. In 1905, 
m^lions, that had accumulated in the Reserve in India, were shipped 
to London to be held in the Paper Currency Che§l of ear-marked 
gold (not to be used for ordinary expenses) at the Bank of England, 
and a stated part of the Currency Reserve was invested in sterling 
securities. Since 1906 a substantial part of the Paper Currency 
Reserve came to be maintained in the form of gold. 

§19. The Gold Standard Reserve. — In the \ear 1900, the 
Government ot India proposed the constitution of a Gold Reserve 
to be kept in India as desired by the Fowler Committee. They 
proposed further that th^ Paper Currency Reserve should gradually 
revert to its original position and should be used only for the 
encashment of currency notes and further that it should consist 
principally of rupees and securities. The Gold Reserve, on * the 
other hand, should consist chiefly of gold. The Secretary of State, 
however, decided against this. He preferred to have the gold 
located in London and invested in sterling securities. He held that, 
since London w^as the place in which the Reserve would have to be 
applied on the occasion of the emergency against which it .was being 
created, London would be the best place in which to keep it. In 
this manner, instead of being used primarily as a gold redemption 
fund and for the maintenance of the exchange parity of the rupee, 
the Gold Reserve came to be regarded merely as part of the total 
surplus Government funds and as a kind of ‘secondary reserve’. 
The w^ork of maintaining the parity of the rupee fell chiefly on the 
Paper Currency Reserve and the sale of Council Bills in London, 
‘ with the result that the three funds, namely, the Paper Currency 
Reserve, the Gold Reserve, and the Secretary of State’s balances, 
soon found their functions confused, the properly fiscal function of 
the last fund and the properly monetary^ function of the other two 
being sadly mixed ’. 

According to the plan insisted upon by the Secretary ofvState,* 
the profits from the coinage of rupees were remitted to London for 

n. r 

* See §20. 

* The account that follows is based mainly on the Chamberlain Commission 
Report, 
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investment, and this was effected by gold being withdrawn from the 
Paper Currency Reserve in London in exchange for the fresh rupees 
coined in India.* In 1906 the difficulty in meeting the demand for 
rupees led to the formation in India of a special Rupee Reserve 
outside the Paper Currency Reserve, called the Silver Branch* of 
the Gold Standard Reserve.^ The Rupee Reserve was intended to 
prevent the exchange from rising above is, 4^., which necessitated 
the keeping open of an unlimited offer of rupees in exchange for 
sovereigns at this rate in India. The Notification of 1893 which had 
authorized the issue of rupees or notes against the tender of g«ld 
as distinguished 'from the British gold coin was withdrawn. In the 
meanwhile, the practice of shipping to London gold accumulated 
in the various reserves in India was found to be needlessly 
expensive, and, therefore, the practice of selling Council Drafts w^as 
extended beyond its original purpose after the year 1904, when the 
Secretary of State announced his intention of offering Council Bills 
for sale without limit of amount at the price of is. 4ld. If the cash 
balances in India were inadequate for this purpose, the demand was 
to be met by withdrawing rupees from the* Paper Currenev Reserve 
in India, an equivalent amount of gold being credited to the paper 
Cur/ency Chest in London. The price of is, 4Jd. not being found 
prohibitive at all times of the export of soveieigns to India, which 
accumulated wMth the Indian Government, it was decided to offer 
Telegraphic Transfers against sovereigns in transit from Egypt and 
Australia to India, the rate for the Transfers being between 4^. 
and IS. 4 1/32^. (that is, low^er than that for the Council Bills),* 
so as to rtiake it worth the while of the owner of such sovereigns 
to divert them from India to London. 

* In June 1907, the Mackay Committee on Indian Railway Finance 
recommended that one million sovereigns out of the profits on 
the coinage of rupees in 1907 should be spent on railways. The 
Secretary of State w^ent beyond the Committee and decided to spend 
on railways in the future one-half of any profit on the coinage of 
rupees, until the Gold Standard Reserve reached ;^2o millions, 
apparently contemplating the diversion of the whole of the profits to 
the railways after the maximum had been reached. The Govern- 
ment of India telegraphed to the Secretary of State that the portion 
of the* Gold Standard R&erve in the form of sterling securities 
should be allowed to accumulate up to ;^20 millions before any 
such diversion was effected. The Secretary of State, disapproving, 

* TIA Gold Reserve came to be known as the Gold Standard Reserve from 
this date. 

* For a detailed ekplanation of the working of this system see Keynes. 

ifvHan Currency qnd pp. 1 14-»S. 
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adhered to his decision, which, however, he had to reverse 
completely in 1909, owing to the exchange crisis of 1907-8. 

§20. The crisis of 1907 - 8 . — On account of a** partial failure 
of crops in some parts and the outbreak of actual famine in 
others, Indian exports declined. In Europe also, ‘'after a period of 
prosperity, which reached its culmination in 1907, a decline set 
in, leading to unemployment and slack business. The purchasing 
capacity of Europe was thus impaired and the situation was 
aggravated by the general monetary stringency caused by a financial 
crisis in New York. While Indian exports of jute, wheat, cotton, 
etc., fell off, the imports rose, at least in the case of one commodity, 
namely silver, owing to a heavy fall in its price. All these factors 
contributed to the weakening of the Indian exchange. The stock 
of sovereigns began to diminish rapidly, and the Exchange Banks 
urged the sale of Telegraphic Transfers on Londbn. This was 
refused by the Government, who, however, gave gold on certain 
conditions (not more than ;^io,ooo to any one individual on any 
one day) from the Paper Currency Reserve. The situation growing 
worse, the Secretary of State advised the Government to offer 
Telegraphic Transfers or Reverse Councils on London at the rate 
of 15 . 3 29/32^. per rupee, and himself released gold from the Paper 
Currency Reserve in London, against a transfer of rupees to it 
from the treasuries in India. He had also to float a sterling loan 
of millions to keep up his finances, as no Council Bills could 
then be sold. He met the demand for the encashment of the 
Reverse Councils by selling the sterling securities in the Gold 
Standard Reserve in the market, even although they had depreciated 
in value. These measures brought about an improvement, and next 
year exchange was steady at i5. 4^., the revival of the export trade 
from India coming to the rescue. 

§21. Gold Standard or Gold Exchange Standard? — In meeting 
the crisis the Government had taken certain steps in a somewhat 
subconscious and tentative manner in the direction of the Gold 
Exchange Standard. Gold was at first given freely in exchange 
for rupees for internal yse, whereas there was considerable reluctance 
displayed in providing gold for private export abroad. This showed 
that the Government had not yet clearly thought out and definitely 
adopted the Gold Exchange Standard syshem. But the sub^Uent 
sale of Reverse Councils established a precedent, which brought 
the Indian currency system appreciably nearer the Lindsav^ Plan, 
The practice of paying out rupees and notes in India against deposits 
of gold in the Paper Currency Reserve in London had afready been 
in vogue for some time, and in 1904 the Secretary of State had 
declared his willingness to keep the tap turned on indefinitely ah<l 
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sell the Council Bills to an unlimited amount at a fixed rate. In 
1907*8 the sale of Reverse Councils, providing for the conversion 
of rupees into sterling for international purposes, may be said 
to have put the coping-stone to the edifice of the Gold Exchange 
Standard. 

All the same, ho^^ever, the Government of India had not yet 
formally accepted the whole gospel of the Gold Exchange Standard, 
and for some time after the crisis of 1907-8, we find them occupied 
in putting forward proposals which diverged in important particulars 
from the Gold Exchange Standard system as it came to* be 
established eventually. For example, they had not yet reconciled 
themselves completely to the location of the Gold Reserve in 
London and had not quite made up their mind about preventing 
the circulation of gold as a currency medium in India. 

The steps taken in order to meet the crisis had resulted in a 
serious depletion of the Government’s gold resources. In London, 
the sovereigns in the Currency Chest were reduced from ;^7 millions 
to millions, while in India the wdiole stock of gold was 

exhausted.^ The Government were thus impressed with the necessity 
of enlarging the Gold Reserve so as to enable them to meet such 
crises with greater equanimity in the future. In 1909, they proposed 
to the Secretary of State that ;^25 millions should be regarded as 
the minimum necessary for safety, and that, until this figure was 
reached, no portion of it should be diverted for capital expenditure 
on railways. They also recommended that the Gold Standard 
Reserve should be maintained in a more liquid form. 

The Secretary of Slate replied that ;^25 millions both in the 
Gold Standard Reserve and the Paper Currency Reserve together 
would, in his judgement, be the proper standard, and that so long 
as this combined total was not reached, no diversions would be made 
from the Gold Standard Reserve, and that the question might be 
reconsidered thereafter. 

He did not wholly agree to the other proposal about maintaining 
the Reserve in a liquid form, but decided to keep ;^i million of 
the Gold Standard Reserve liquid bv allowing this amount to 
be lent for short periods on approved securities to approved 
borrowers in London, and to invest the rest in high-class securities 
with at near date of redefnption, or in Consols and other approved 
stock. 

la« 19x2, in deference to the wishes of tlie Gk>vernment of India 
and \r view of public criticism in India, the Secretary of State 
deohm that ^£2$ millions shouM be the standard for the Gold 


Sm H* F. ' Howard, India and ihe Gold Stondafd^ p. 3^,. 
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Standard Reserve, and that millions in gold should be earmarked 
as deposit in the Bank of England.^ 

In taking the various steps described above, the Gbvernment had 
almost in spite of themselves steadily deviated from the strait^ and 
narrbw path of the gold standard recommended ‘ by the Fowler 
Committee, and by a succession of opportunist measures were 
finally led into the scheme propounded by Lindsay. The system 
as it developed had not been thought of in 1893 opposed 

by both the Government jlnd the Fowler Committee in 1899, nor is 
it jfossible to point to any single date^ at which it may be said to 
have been deliberately adopted. ' 

Proposals for gold coinage and a gold mint were revived at the 
instance of Sir Vithaldas Thackerse\, who moved a resolution to 
that effeci in 1912 in the Impn^rial Legislative Council. Negotiations 
in this connexion lasted for about a year, when it was decided to 
refer this question along with others to a Currency Commission 
which was contemplated. 

§22. The mechanism of the Gold Exchange Standard. — Mr J. 

M. Keynes, one of the ablest exponents of the system, the evolu- 
tion of which has been traced above, and which remained in full 
operation from 1898-9 to 7915-16, summarizes and explains its m^in 
features as follows: *(t) The rupee is unlimited legal tender and, 
so far as the law provides, inconvertible. (2) The sovereign is 
unlimited legal tender at £1 to 15 rupees and is convertible at this 
rate, so long as the Notification issued in 1893 is not withdrawn, 
i.e. the Government can be required to give 15 rupees in exchange 
for (3) As a matter of administrative practice, the* Govern- 

ment are, as a rule, willing to give sovereigns for rupees at this 
rate; but the practice is sometimes suspended and large quantiti(fi 5 
of gold cannot always be obtained in India by tendering rupees. 
(4) As a matter of administrative practice, the Government will 
sell in Calcutta, in return for rupees tendered there, bills payable 
in London at a rate not more unfavourable than is. 3 29/32^. per 
rupee. 

‘ The fourth of the^ provisions is the vital one for supporting 
the sterling value of the rupee; and although the Government have 
given no binding undertaking to maintain it, a failure td do so 
might fairly be held to involve an utter breakdown of their system. 

* Thus the second provision prevents the sterling value,, of the 
rupee from rising above is. ^d. by more than the cost of r^irfitting 
sovereigns to India, and the fourth provision prevents it fi^m falling 
below IS. 3 29/32^. This means in practice that the extreme limits 


* Stk Findlay Shirras, op. cit., p. 215. 



Currency and Exchange^ I 


313 

of variation of the sterling value of the rupee are is. 4j(i. and 

3 29/32^.’^ 

It has been* claimed for the Gold Exchange Standard that, while 
it is much cheaper than a gold standard and a* gold currency, it 
ensures all the advantages of the latter. In India it is obvious ithat 
the principal object of the system was the maintenance of the rupee 
at par with gold. When exchange showed signs of weakness, 
the Government were expected to come out as sellers of sterling 
(Reverse Councils), and •when the rupee was lending to appreciate, 
to come out as sellers of the local currency (Council Bills). And 
the effectiveness of such Government interference depended upon 
the adequacy of the gold and rupee reserves. 

§23. Council Drafts system. — The system of Reverse Councils 
and Council Bills was an important part of the Gold Exchange 
Standard system during the pre-War period. But the Government 
had never bound themselves b> law to sell Reverse Councils or 
sterling bills, and, moreover, occasions for selling them were 
I’omparatively rare. But, as we have alreach seen, the system of 
Council Drafts (Council Bills and Iclegraphic Transfers) was the 
fly-wheel of the machinery for the management of Indian currency, 
exchange, and finance. 

The practice of drawing funds fiom India b\ the sale of bills 
of exchange on India dated from the time of the East India 
Company.* Up to 1893, however, the sale of Council Drafts'’ was, 
as a rule, limited by the actual requirements of the Secretary of 
State for meeting the Home Charges. The svstem enabled the 
Secretary of State to obtain funds at as favourable a rate as possible. 
It was also convenient to trade as providing a ready means of 
settling a large part of debts due to India from foreigners on 
account of India’s surplus of exports over imports. In fact it was 
the existence of this surplus in normal times which made the system 
of Council Drafts possible and profitable. 

For some years after 1893, a negative use, so to say, was made 
of the system for forcing up the exchange value of the rupee by a 
temporary cessation of the sale of Council Drafts. This had the 

* op. cit,, pp. 6-7- Elsewhere (p. 20), Mr Keynes describes the essentials of 
the Gold Exchange Standar(^ as * the use of a local currency mainly not of 
gold, some degree of utvwillingness to supply gold locally in exchange for the 
local currency, but a high degree of willingness to sell foreign exchange for 
paymenjt in local currency at a certain maximum rate ; and to use foreign 
credits ip order to do /'this \ 

* * 1 ^*^ following account Is slightly abridged from the Chamberlain Com-- 

rttiasim pars. 170-6. 

' * Council Di afts * is a generic term including Council Bills and Telegraphic 
Transfers. 
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effect of making’ the rupee less freely available and tended to raise 
its price in terms of sterling. 

We have already seen how, in 1898, after the rupee had at last 
risen to is. 4^., Act II of 1898 authorized the sale of Council Drafts 
against gold set aside at the Bank of England as part of the lAdian 
Paper ("urrency Reserve, and notes of corresponding value were 
issued in India to meet the Council Drafts. The object was not 
merely to draw tunds from India to meet the Home Charges, but 
quickly to expand the currency in times of monetary stringency in 
India, as an alternative to the shipment of sovereigns to India on 
private account, when the Government of India had no surplus 
treasury balances with which to meet Council Drafts. 

A further step uas taken when gold accumulated in London, and, 
representing the proceeds of the sale of Council Drafts against the 
issue of notes in India, was regarded as available for the purchase 
of silver for coinage in India. Since 1904, as already seen, an offer 
to sell Council Bills was kept standing. A similar train of events 
resulted in the issue by the Secretary of State, as occasion required, 
of notifications offering to sell Council Drafts against sovereigns in 
transit from Australia or Egypt to India, the motive being to avoid 
the expense and the waste involved in the shipment of sovereigns 
first to India and then to Ixmdon for the purchase of silver, 
sovereigns beyond a particular limit not being required in India. 

In iqoq and iqio, ('ouncil Drafts were freely sold to obtain 
gold in I-K)ndon in place of the large quantities of rupees, w’hich 
had accumulated in the Gold Standard Reserve in India through 
the sale of Reverse Councils in London during the crisis. The effect 
of this w'as to bring the Gold Standard Re.serve Fund back to 
London. 

Profits on the mintage of rupees, which necessarily first took 
the form of rupc^es, were converted into sterling in Londorn, the 
rupees which represented the profits being issued in India to meet 
the Council Drafts sold in London. 

The consideration affecting Council Drafts thus came to be very 
much wdder than the mere question of putting the Secretary of 
State in funds for paying the Home Charges. To this purpose was 
added that of securing the convenience of trade and that of so 
manipulating the disposition and location of the resources of the 
Government as to give the fullest effect to Government policy in 
matters of currency, exchange and finance. « 

Before concluding this account a description may be given of 
the procedure adopted in selling the Council Drafts.* 

' Now replaced by the system of Governmeat purchase of sterling, which 
is discussed in the next chapter. 
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Whenever there was a demand for remittance to India and money 
was wanted for any purpose by the Secretary of State, on each 
Wednesday an, announcement was made as to the total amount for 
which the Council Bills and Telegraphic Transtefs (for which the 
rale was ordinarjly higher by 1/32^. per rupee than that for the l^ills) 
were to be sold the next Wednesday. Tenders were invited from 
intending purchasers and allotment made to the highest bidder, sub- 
ject to a minimum price. On intermediate da>s, Intermediate or 
Special Bills were madQ available at a somewhat higher rate, the 
exact rate and the maximum amount of such * Intermediates * b^ng 
fixed for the w^ek each WedAesday. 

The arrangements made each Wednesday were laid before the 
next meeting of the Finance Committee of the India Council and 
subsequently before the Council itself for approval. 

§24. Government resources and the claims on them. — The 
Chamberlain Commission (whose recommendations have been noticed 
in the next section) have well described the nature of the resources 
available to the Government and the principles governing their use 
as follows; ‘The first principle to be borne in mind in nnv con- 
sideration of the Indian finance and currency svstem is that the 
balances of the Government of India, and of the India Office in 
Ldhdon, and the portions of the Gold Standard and Paper Currency 
Reserves located respectivelv in India and in London, all represent 
in the last analysis one single fund. The titles attached to the 
constituent portions of this fund indicate to some extent the nature 
of the needs and liability for which the fund as a whole is required 
to provitje. The name attached to each portion indicates the pri- 
mary function of that portion ; but neither in theory nor in practice 
h^ve the separate portions of the fund been entirely reserved for 
the objects indicated by their separate names. 

* The needs and liabilities for which these resources were re- 
quired to provide may be summarized under the following 
five heads: 

‘ (i) A working balance in India for (a) the current expenditure 
on revenue and capital account of the Imperial and Provincial 
Governments throughout India; (b) the expenditure of local boards 
and municipalities for which the Central Government act as bankers ; 
(c) the Government savings banks ; and (d) miscellaneous funds and 
services, such as funds in Court. 

* (ii) A working balance in the United Kingdom for the Home 
Charges of the Government of India on revenue and capital account, 
Including the capital outlay of most of the Indian railway system. 

* (iii) A reserve fund for the maintenance at par of the exchange 
value of the rupee with the sovereign. 



3«8 


Indian Economics 


‘ (iv) A fund for securing^ the convertibility of the notes of the 
Government of India. 

‘ (v) The provision in India of fresh supplies of coijied rupees and 
of sovereigns ... at the official ratio. In addition, the system . . . 
is used to provide facilities for remittance to India by meaifs of 
Council Rills and 'Iclegraphic Transfers of such sums as may be 
required to meet the balance of trade in India's favour. This use 
of Indian balances is limited only by the amount of re.sources avail- 
able in India to meet the sales, subject, ho}vever, to the notification 
that Bills will be sold indefinitely at is, ^}d, per rupee. 

^25. The Chamberlain Commissioci. — In view of the persistent 
and severe (Titicism of the Government's currency and exchange 
pK)licy, a Commission was appointed in April 1913 with Mr (later Sir) 
Austen ('hamb(‘rlain as its Chairman, and it reported in February 
1914. Its conclusions and recommendations were as follows: 

(i) The establishment of the exchange value of the rupee on a 
stable basis was a matter of the first importance to India, (ii) The 
measures adopted for the maintenance of the exchange value of the 
rupee had been necessarily and rightly rather supplementary to, 
than in all respects directly in pursuance of, the recommendations 
of the Committee of 1898. (iii) The crisis of 1907-8 was the only 
occasion upom w^hich thev had been severely tested, and they wVjre 
found to work .satisfactorily then. Owing to lack of experience in 
working the machinery and the absence of any plans fully w’orked 
out in advance for dealing with such a crisis, the Government did 
at first make mistakes. For example, the India Office seemed to 
believe that the sole, or at least the main, purpose of the Gold 
Standard Reserve was to meet the requirements of the Secretary of 
State in London, when Council Bills could not be sold, while the 
Government of India made the mistake of refusing to give gold 
from the Paper Currency Reserve for export, though allowing their 
gold to be drained away for internal use. Both the authorities 
failed to realize that the principal u.se of a gold reserve is that it 
should be freely available for foreign remittances whenever the 
exchange falls below specie point. These mistakes, however, were 
very quickly rectified in practice, and the steps taken to restore and 
maintain exchange proved adequate, (iv) The history of the previous 
fifteen years showed that gold currency ^n active circulation was 
not an essential condition of the gold standard, which had been 
firmly secured w'ithout this condition, (v) It would not be to India’s 
advantage to encourage an increased use of gold in the internal 

* See Chamberlain Commission Report, pars. 9-10. The account in the 
Report relates to the arrangements as they existed before the War, 
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circulation, (vi) The people of India neither desired nor needed any 
considerable amount of gold for circulation as currency, and the 
currency most generally suitable for the internal needs of India 
consisted of ri/jpees and notes, (vii) A mint for the coinage of gold 
was not needed for purposes of currency or exchahge, but if Indian 
sentiment genuinely demanded it, and the Government of India fvere 
prepared to incur ihe expense, there was no objection in principle to 
its establishment either from the Indian or the Imperial standpoint, 
provided that the coin minted was the sovereign (or the half- 
sovereign); it was pre-(fniinently a question in which Indian senti- 
ment should prevail, (viii) If a mint for the coinage of gold was*not 
established, reftned ^old should be received at the Bombay mint in 
exchange for currency, (ix) The (jovernmenl should aim at giving 
the people the form of currency which they demand, whether rupees, 
notes or gold, but the use of notes should be encouraged, (x) This 
internal currency should be supj 3 orted for exchange purposes by a 
thoroughly adequate reserve of gold and sterling, (xi) No limit 
should be fixed to the amount up to which the Gold Standard 
Reserve was to be accumulated. Reliance ought to be placed on 
the Paper Currency Reserve for the support of exchange only in so 
far and so long as the Gold Standard Reserve was not adequate to 
support the burden by itself, (xii) The profits on the coinage of 
rupees should, for some time at least, continue to be credited exclu- 
sively to the Reserve. (xiii)*A much larger proportion of the Reserve 
should be held in actual gold. By an exchange of assets between 
this Reserve and the Paper Currency Reserve, a total of about 
millions in gold <'ould at once be .secured. This total should be 
raised, as opportunity offered, to ^^15 millions, and thereafter the 
authorities .should aim at keeping one-half of the total Reserve in 
actual gold. While it was unnecessary and wasteful to hold the 
whole of the Gold Reserve in gold, the loss from enforced realiza- 
tion of securities in a lime of crisis should be guarded against by 
maintaining a .sufficient amount in liquid form, (xiv) The Indian 
branch of the Gold Standard Re.serve should be .abolished as it had 
given rise to much criticism, and was responsible for much confusion 
and doubt as to the efficiency of the Reserve, (xv) The proper 
place for the location of the whole of the Gold Standard Reserve 
was London, (xvi) The Government should definitely undertake to 
sell bills in India on London at the rate of is. 3 2g/2^2d. per rupee 
whenever called upon to do so.’ 

Thfe Commission thus gave its most unstinted approval to the 
nondescript currency system, which had been evolved more or less 


Chamberlain Commission Report, par. 223. 
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fortuitously. The Government had not always felt very comfortable 
under it, and responsible officials still spoke occasionally as if they 
regarded the Gold Exchange Standard, under which India found 
itself, as merely a wayside inn, the real destination being a gold 
standard with its* usual accompaniment of a gold currency.* ^ 

In 1912, the Government ot India, in sympathetic response to 
the agitation in the country in favour of a gold mint in Bombay 
which culminated in Sir Vithaldas’s resolution referred to above, 
addressed the Secretary of State on the subject urging him not to 
turn a deaf ear to the popular demand for a gold coinage. The 
Chamberlain Commission, however, <\ttempted to give a new turn 
altogether to the Government’s thoughts. They practically assured 
them that, without knowing it, they had put India into the forefront 
of nations in currency matters by adopting the Gold Exchange 
Standard system. 

Before the Government had had enough time to consider and give 
effect to the various recommendations of the Chamberlain Com- 
mission, the War intervened and created an altogether novel set of 
conditions and raised new problems which we now proceed to 
discuss. 


Effects of the War on the Indian Currency* r 

§26. The first period (August 1914 to autumn 1915). — ^The 
effects may be considered under two main periods : (i) The first 
period extends from the outbreak of the War in August 1914 to 
autumn 1915. This was a period of dislocation involving a general 
weakening of the currency and exchange position. 

(ii) The second period falls between autumn 1915 and the end of 
1919. This may be considered as a period of revival and was 
characterized by great vigour in production. It witnessed a very 
large rise in the exchange and an unprecedented rise in the gold 


‘ Sir James Meston, speaking in the budget debate of 1910, used the follow- 
ing words : * We have linjeed India with the gold countries of the world. We 
have reached a gold exchange standard, which we are steadily developing and 
improving. The next and final step is a true gold currency. That^ 1 have 
every hope, will come in time, but we cannof force it. The back\}^ardness 
of our banking arrangements, the habits and suspicions of the people, the 
infancy of co-operation — all stand in the way. But the final step will come 
when the country is ripe for it. I trust that it will not long be delated; for 
when it comes, it will obliterate all the mistakes, all the inconveniences* all 
the artificialities, of our present position.* 

* This account is largely based upon the Report of the Bahington Smith 
Committee, 1920. 
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price of silver, which was particularly pronounced towards the end 
of the period. 

The outbrcajc of the War dealt a rude shock to public con- 
hdence and caused a general dislocation of trade and business. The 
principal symptoms of this were a weakening of the exchange, 
withdrawals of Savings Bank deposits, a demand for the encash- 
ment of notes, and a run on the Indian gold stocks. 

The Government met the situation by prompt measures which 
helped the early restoration of confidence.^ The weakening of ex- 
change was met by offering Reverse Councils, which were sold to ^hc 
extent of about ^8 millions up to February 1915, when the demand 
for Council Bills revived, and apart from short spells of weakness, 
Indian exchange remained strong throughout the second period, 
there being a very large demand for Council Bills, the w'hole of 
which could not be met. 

A large amount — Rs. 6 crores out of a total of Rs. 24^ crorcs — 
was withdrawn from the Savings Bank deposits in the first two 
months of the War. 'I'he net withdrawals amounted to Rs. 8 crores, 
till the tide turned in i9i5-if>. The demands were freely met, and 
this proved useful in restoring confidence and attracting back the 
deposits, which again rose to Rs. 18 crorcs by the end of 1918-19 
(i.ef Rs. 6^ crores less than the original amount). 

'Phe demand for the encashment of notes was also freely met, 
notes of the value of Rs. 10 crores being returned to the Treasuries 
up to Margh 1915. But from riiat time onwards there was a steady 
increase in the note circulation. 

Lastly^ there was a run on the Indian gold stock, which took the 
form of a keen demand for gold in exchange for notes. Precautions 
against the internal use of the gold so acquired proving useless, the 
issue of gold to private persons was altogether stopped, and notes 
were paid after that in silver coin only. 

All these embarrassing symptoms disappeared by the end of 
the first period. The Government on the whole may be said to 
have faced the situation boldly and successfully. Public confidence 
was restored by the assurance given to the banking and commercial 
community of adequate and continuous facilities for remittance 
abroad and by the readiness with which the Government encashed 
currency notes as they w#re presented. 

§ 27 . The second period (antumn 1915 to the end of 1919). — 
After the first shock of the War had passed away, the currency 
mechanism worked smoothly for some time, and it was not till the 
end of 1916 that acute complications arose. * There was a rapid rise 

the price of silver and an increasieg difficulty of obtaining it 
•^p} meet the heavy demands for silver coins in India. 

• .. 21 
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In the first place there was a heavy excess of exports over 
imports, and the balance of trade, which was at the outset of the 
War unfavourable to India, became now embarrassingly favourable. 
Although the export trade had at first suffered on account of the 
War, it made a steady recovery, thanks to the insistent defnand 
for India’s exports on the part of the Allies for the prosecution of 
the War. The import trade, on the other hand, suffered more, 
as we have already seen.^ The result was that there remained a 
large excess of exports over imports to be, liquidated. 

^To make the situation still more difficult, the Government of 
India had to incur heavy (recoverable) expenditure on behalf of 
His Majesty’s Government. From 1Q14 to December 1919, ;^24o 
millions had to be so spent on military equipment in the eastern 
theatres ttf the War and to meet civil expenditure in occupied 
territory. In addition to this, arrangements had to bq made for the 
financing of purchases in India, on behalf of some of the Dominions 
and Colonies and also for the African importers of Indian produce. 

The combined effect of these factors was to create a heavy 
demand for Indian currency. The decrease in the imports of 
precious metals on account of the restrictions placed on their export 
by foreign Governments further added to the ticklish ness of the 
situation. As the pre-War methods of liquidating the favourable 
balance were not available, the Government had to provide some 
sort of a substitute to prevent the paralysis of the export trade .so 
vitally necessary for the successful prosecution of the War. They 
had, therefore, to sell Council Bills in London on a very large scale 
by way of providing means of remittance to pay for Indian exports. 
To meet these Bills it became necessary to undertake extensive 
coinage of rupees. This was a task which presented almost 
insuperable difficulties as various circumstances conspired to send 
up the price of silver to undreamt-of heights. 

§28. Rise in the price of silver. — The principal factor which 
dominated the currency situation was the extraordinary rise in the 
price of silver. There was a great shortage of the supply of the 
white metal as compared with its pre-War level of production, owing 
to internal disturbances in Mexico, and a great increase in its cost 
of production. On the other hand, there was an unusually keen 
world demand for the metal mainly for currency, on account of the 
shortage of gold and the almost universal anxiety on the part of 
belligerent and neutral governments to conserve their supplies of 
it. The heaviest demand came from India and China. We have 
already seen that the burden of liquidating the favourable balance 


‘ Ch. Vi, §5. 
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of trade and finding purchasing power for the expenditure on behalf 
of the British War Office \ias mainly thrown on the Government of 
India and took the form of large demands for the local currency, 
especially for rupees. The demand was further accontiiated by the 
melting of rupees .(notwithstanding its prohibition by law), wh(» 
the intrinsic value of the coin exceeded its face value in the course 
of the great rise in the price of silver. Another factor which 
operated in the same direction was the influence of the dollar- 
sterling or the New York* London exchange. When it showed a 
tendency to move against England, it was ‘ pegged ’ or fixed by 
the action taken by both the Governments at $4*76 : It was 

essential to do this in order to maintain smooth trading relations 
between the two Allies in the Great War. The movement of the 
I dollar exchange against England was caused by England's excess 
of debits over credits in relation to America, and, secondly, by 
the practical suspension of the gold standard in England and the 
inflationary character of a virtually inconvertible paper currency 
with which the country was flooded. As a result of this a distinction 
between gold and the pound sterling came to be established, the 
pound sterling being depreciated in terms of the American gold 
dollar which was dn an effective gold basis. When in March 1919 
the sferling-dollar exchange was decontrolled, it made a further move 
against England, in response to economic forces which were now 
left unfettered, reaching eventually as low a limit as $3*40 ; ;£i 
sterling. 

Now the chief payment for silver purchased for India by the 
Secretary of State had to be made to America in terms of dollars, 
^nd the progressive depreciation of sterling raised the London 
sterling price and was bound to raise the rupee price of silver also, 
unless the rupee was given a correspondingly higher sterling value. 

Having explained the causes of the rise of silver, let us now 
follow its meteoric flight. In 1915 the highest price of silver was 
27 pence per ounce. In 1916, a maximum of 37 pence was reached. 
In August 1917, it exceeded 43 pence per ounce (which is the 
bullion par of the rupee, i.e. the price at which the exchange value 
of the rupee at is, ^d, is equivalent to its bullion or intrinsic value). 
In September 1917 the price rose to 55 pence. The United States, 
Great Britain and Canada, Ifowever, came to the rescue, all of them 
instituting a control over the trade in silver and prohibiting its export 
except under a license and later on except at a specified price. 
These measures resulted in the price of silver being kept within the 
limits of 41 and 49 pence per ounce. But in May 1919, the United 

> The pre-War panty of this exchange was $4*86 i £j- 
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States and the United Kingdom withdrew this control and a further 
rise in the price of silver occurred. In the same month it reached 
58 pence per ounce, after which it continued its upward career 
throughout tho year, reaching the level of 78 pence in December. 
Xhe highest point was attained in February 1920, when the*London 
quotation rose to 8q pence per ounce. 

§29. Measures taken by the Government. — (i) Govenimeni con- 
trol of exchange. — After the country had lived down the first shock 
of the War, the demand f or Council B ills revived with the reviva l 
fff the export t rade. It was fairly n ormal till October 1916, afte r 
which it r apidly increased owing to the risin g favourable ba lance 
whfeh, \ve saw^, could not be liquidated by the normal method of 
free imports of specie. This resulted in the depletion of the rupee 
reserves in India, endangering the convertibility of the notes. In 
December 1916, therefore, restrictions were imposed on the sale o f 
Council Bill s, and the sale of Intermediate Councils was stoppM, 
with the result that there was a divergeiye between the market rat e 
of excFange and the Go vernmen t rate. This was detrimental to 
the export trade, which it was essential to maintain uninterrupted 
for the successful conduct of the War. Therefor^ ce rtain m easures 
of control were instituted by the Government, exchange being fixed 
aiTis. 4jd. Tn January 1917. The srd^f^Council Bills was confined 
fo“ .some" selected banks and firm sj and t hese were Tequire d to 60 
business with third parties at the prescribed rates, applying their 
Resources mainly to certain selected articles ofTxport of importance' 

the Allies. With the co-operation of the banlcs assisted liy 
these control measures, further fluctuations in the exchange were 
prevented for some time. 

(ii) Raising of exchange rate, — Very soon , however, i t twa s 
found that these measures w^ere not of substantial use in maintm n- 
in g exchange stab ility owin^to the remarkable rise in the p rice of 
s ilver on which we have dwelt above. The Government could not 
go on s elling rupees to the public at 16 pence when the cost of 
m anufactu ring a rnppp hpramp ifK pgnrp, 20 pence and so o n, with 
the successive rises in the price of silver. The Government did not 
entertain the suggestion made by .some people in India that this 
loss should be debited to the Gold Standard Reserve, since it was 
meant for the very purpose of mairftaining exchange ^stability. 
They d enie d that^ the Re.serve was intended for such use and 
determined to shift this loss on to those whf^ wanted rg paes ffrom 
them . 

In pursuance of this policy, exchange was raised to is, $d* ^ 
in Aygust 1917, and shortly afterwards the Secretary of ^ 

announced his intention to base the rates of exchange on th^ sterling 
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price of silver, raising* them as the latter rose.' The result is shown 
in the following figures. 


Changes in the Rates of Exchange , 


• 

Date 

1 

Exchange in 
Sterling 

Date 

• 

Exchange in 
Sterling 

3 January iqi7 


12 August 1919 

• 

IS. lod. 

2H August 1917 

IS. 5d. 

15 September 1919 

2f. od, 0 

12 April iqi8 • 

IS. 6d. 

22 November 1919 

2 f. 2d, 

13 May 1919 

1 s 8d. 

12 December 1919 

js, 4d, 


The market rate and, later on, the rates for the sale of the 
Reverse Councils, when these were sold from February 1920 
onwards, were in the period from fanuary to March 1920, 2S. 6d., 
2S. 8d., 2S. lod. and 25. xid.^ the highest rate being reached in 
the early months of 1920. 

(iii) Purchase of silver, — S pecial measures had to be taken 
to increase the supply of rnrrpnry ^ s ilver being purchased for th e 
pur pose from February 1916. To remove competition from private 
purchasers in India, the Government prohibited the import of silver 
on private account from September 1917. In igi8, as the result of 
negotiations with the Government of the United States, the latter 
passed the Pittman Act which authorized the sale of the silver in 
the reserve. The Government of India thus purchased 200 million 
ounces of pure silver at 101 J cents per ounce fine. 

(iv) Conservation and economy of silver, — Further measures 
were taken for the conservation and economy of silver. C urrency 
legislation was passed in June ^17, prohibitin g the melting and 
export of gold and silve r coirTTs . N otes of the deno minatio n of 1 a nd_ 
2j rupees were issued in December 1Q17 . In January 1918, for the 
first time, nj ckefcoins of the denominatioa of 2 annaSy 4 ann as 
amd 8 annas were issued and made legal tender up to one rupee. 
From June 1917, the Government acquired gold imported on private 
account at a price based on the sterling exchange value of the rupee, 
irrespecti^ve of the premiun> on gold. Notes were issued against 

^ * This announcement was equivalent to declaring the restoration of the 
silver staildard in India like the one that was in existence before 1873. Fiom 
1873 to 1893, the measure of value in India was fluctuating with changes in 
the gold prices of silver. The gold price of 165 grains of silver at any 
moment was the measure of value for the exchange of goods in India. The 
Same was true now In view of the comfitions described above. . . , ' — ^VaKU 
Kgd ^luran^ati, Ci&reney dM prices gt Ifidfii, p. 112, 
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One of these proposals was to reduce the fineness or the weight 
of the rupee so as to fix the exchange value at the old level and 
still maintain the token character of the rupee, however high the 
price of silver might rise. This was turned down by the Committee 
on the ground that the credit of the Government would be impaired 
by such a step. Gresham’s law would come into operation, so that 
the old fulhweight rupees w’ould disappear from circulation, and 
on the whole the social and economic consequences would be 
undesirable. • 

Another proposal was that a two-rupee or three-rupee silver ooin 
of lower proportional silver contcMit than the rupee should be issued 
with the intention that it should circulate side by side with the 
existing rupee, the coinage of which would be temporarily suspend- 
ed. The Committee rejected this proposal as being open to many 
of the objections to the first proposal, and adduced as a further 
reason against it that these units would be too large for the bulk 
of retail transactions in India. For similar reasons they opposed 
the suggestion in favour of nickel rupees. 

Lastly, the proposal to introduce complete or partial inconverti- 
bility of the note issue so long as the price of silver continued high 
also failed to commend itself to them. They feared that it would 
impair the Government’s credit and destroy popular confidence, as 
the note-using habit was as yet too little established in India to 
render the introduction of such a measure possible without grave 
risks. 

§32. Hecommendations. — The question whether the exchange 
should bo stabilized at the old level or somewhere near the new 
level which it had reached, was decided by the Committee in favour 
ofi the latter alternative, on the ground that it would shorten the 
period of uncertainty and prevent economic dislocation and social 
discontent (see S33). The following is a summary of the main 
recommendations of the Committee.' 

(i) The rupee, unchanged in weight and fineness, should remain 
unlimited legal tender, (ii) It should have a fixed exchange value 
which should be expressed in terms of gold at the rate of one 
rupee for 11*30016 grains of fine gold, i.e. one-tenth of the gold 
contents of the sovereign, (iii) That the sovereign previously rated 
by lavf at rupees fifteen %hould be made legal tender in India at 
the revised ratio of rupees ten to one sovereign, (iv) The import 


* The summary has been taken from Appendix 3 to the Report of the Hilton- 
Young Commission on Indian Currency^ but the recommendations with 

regard to the constitution and location of the Paper Currency Reserve Ijav^ 
omitted, 
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and export of gold should be freed from Government control as 
soon as the change in the statutory rate to Rs. lo had been effected, 
and a gold mint at Bombay should be opened for the coinage into 
sovereigns of gold tendered by the public, (v) The Notification of 
thQ Government undertaking to give rupees for sovereigns should be 
withdrawn, (vi) The prohibition of the private import and export 
of silver should be removed and the import duty on silver should be 
repealed unless the fiscal position demanded its retention, (vii) The 
Gold Standard Reserve should contain ^ considerable proportion 
of « gold and the aim should be to hold the remainder of the 
Reserve in securities issued by Governments within the British 
Empire (other than the Government of India) maturing within twelve 
months. A portion (^f the gold held in the Reserve, not exceeding 
one-half, should be held in India. 

The recommendation to fix the exchange value oT the rupee at 
2S, gold was qualified by the following remark : 

‘ If, contrary to expectation, a great and rapid fall in world 
prices were to take place and if the costs of production in India 
fail to adjust themselves with equal rapidity to the lower level of 
prices, then it might be necessary to consider the problem afresh.^ 
^33. The Committee’s case for the high rate. — ^The principal 
reason for the high rate recommended by the Committee was their 
expectation that, for a long time to come, the price of silver would 
continue to be high, and they thought that, if the exchange value 
of the rupee was fixed at a figure not lower than 2s, gold, the rupee 
would be once more established as a token coin, and the maintenance 
of a satisfactory monetary circulation would be assured. 

A consideration of the general economic effects of a high rate of 
exchange also led them to prefer it. A lo\v rate would mean high 
prices which would entail great hardship on the poorer classes and 
on those who had fixed incomes, and would promote great unrest 
and discontent. 

Although the rise in the rate would stimulate imports and 
discourage exports, these effects were transitory in character and 
would disappear when wages and other elements of cost had adjusted 
themselves to the new rate of exchange. The export trade would 
no doubt suffer temporarily, but less than was feared by some 
people, because the demand for Indian gcibds abroad was very keen 
owing to the world shortage of raw materials and food-stuffs. 
Besides, the high rate of exchange and the general cheapening^ of the 
imports would bring substantial advantages to the Indian producer. 

It would tend to keep down the cost of imported stores and 
machinery in terms of rupees, and by reducing the cost of living ^ 
in India it would lower wages or at least check their fui'ther adyancet 
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Lastly, Government finances would stand to gain enormously 
from the high level of exchange, and the annual saving in respect of 
the sterling obligations would amount to Rs. i2i crores, if the 
old ratio of is. ^d. was abandoned in favour of the new one of 
2S. gold. There would of course be a loss involved in the revaluation 
in terms of rupees of the sterling investments and of the gold in 
London. But the whole of this loss would be wiped out in the 
course of three years by the savings effected in connexion with 
the Home Charges. Aifd after this had been done, a considerable 
surplus revenue would remain and w'ould be available for empk>y- 
ment in furtheri economic development of the country or in reducing 
taxation. 

In recommending that the rupee should be fixed in relation to 
gold rather than to sterling, the Committee were influenced by the 
consideration that it was very desirable to stabilize the rupee as 
early as possible at a level which would ensure its remaining a token 
com, and remove the necessity of further increase in its value to 
meet successive advances in the sterling price of silver occasioned 
by a progressive depreciation of sterling. They also argued that 
by linking the rupee with gold, ^at least one disturbing cause 
of exchange fluctuation would be eliminated, since any rise in the 
sterling price of silver would be counterbalanced by a similar 

automatic rise in the sterling value of the rupee. Moreover, if 
the rupee and the sovereign w'cre both to remain legal tender in 
India and available for circulation, it was necessary that the relation 
of the rupee to the sovereign should be fixed, since two coins 

cannot remain in circulation and at the same time stand in variable 

relation to one another. 

• §34. Mr Dalai’s minute of dissent. — Mr (now Sir) Dadiba 
Merwanjee Dalai wrote a stimulating and spirited minute of 
dissent differing from his colleagues in practically all their 

conclusions. 

With reference to the Government’s action in raising the rate of 
exchange in respon.se to the rise in the price of silver, he refused to 
believe that the professed reason for this was the true or the only 
reason; for apparently the Government intended to maintain the 
rate at a higher level even if the price of silver should fall. In his 
opinioh the rise in the pi^ce of silver could have been prevented by 
removing the embargo on the export of silver after the War had 
end6(f; and it was after the War that the greater part of the rise in 
exchange was brought into force. India could easily have spared 
the silver for export; such exports would have been' profitable to 
her, and they could have prevented the great rise in the price of 
silveft It was mairily because the export of silver from India was 
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prohibited, and India was made a potential buyer instead of a 
seller, that the silver markets were inflamed and the price rose. 

Mr Dadiba Dalai was entirely opposed to the arise in the rate 
of exchange, because he thought its consequences to India would 
be •disastrous. It would seriously disturb the celations between 
creditor and debtor, cause dislocation and a setback to several 
Indian industries, and vast continuous losses on the exports of 
Indian produce, and turn India’s balance of trade against her. A 
fixed high level of exchange would also cause enormous losses in 
th» rupee value of the invested reserves in sterling securities and of 
gold held as part of the metallic reserves against* the note-issue. 
Further, if the sovereigns held by the public' were to be redeemed 
at the statutoiy rate of Rs. 15 to the sovereign, this w*ould further 
entail a colossal loss. 

An alteration of the ratio is at all times highly’ objectionable. 
TJie legal standard for money payments should be, and usually is, 
regarded as less open to repeal or modification than perhaps any 
other legislative act. It gives the people rights as to the kind of 
money they may demand in exchange for their labour or goods, 
rights which cannot be removed ot modified without inflicting widc*- 
spread injury and risking the gravest discontent. 

Under the stress of the War, money standards were no doubt 
treated as of little account and there was extensive resort in most 
countries to inflation as a means of public finance. This however 
did not apply to India. The inflation of the Indian currency during 
the War was a genuine inflation as opposed to the artificial inflation 
in most of the belligerent countries. It arcjse from the balance of 
indebtedness due to India. It was caused by the acceptance in 
London of payments due to India in the form of sterling, which 
could not be transmitted to India in the usual manner through 
exchange operations or specie remittances. 

Unfortunately, India had not been prepared financially for 
absorbing its favourable trade balances in any other form than the 
precious metals. There had been no encouragement in India for 
settling favourable trade balances by investments abroad. This was 
one of the disadvantages of the currency arrangements conducted 
by the Government. During the War, British Government loans 
could have been successfully floated in India, and it was also possible 
to do something by way of encouraging Indian investors to buy the 
Indian sterling loans held in London, if arrangements had been 
made at the Government district treasuries in India. ^ 

The break in the standard may have been justifiable during the 
War, but when the War was over, the people’s rights in the standard 
money of the country shoyld hay^ been protected from 
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modification. If the choice was between a certain amount of 
inconvenience to trade and abandonment of the legal standard, the 
former alternative should have been unhesitatingly chosen. It was 
for the trade to accommodate itself to the standard rather than the 
other way abgut. 

The high price of silver was entirely artificial, and the removal 
of the embargo on its export combined with a refusal to raise the 
rate of exchange (and so far make the sale of silver unprofitable) 
would lower it. But eA^en otherwise the .Government could meet the 
situation by stopping the coinage of fresh rupees, of which the 
country had already more fhan enough, and by not selling Council 
Bills beyond the requirements of the Secretary of State. 

Even assuming that only two alternatives were open to the 
(Government, namely, raising the rate of exchange and debasing 
the silver coinage, the latter would be the lesser of the two evils. 

There was no advantage in making the rate of exchange follow 
the price of silver. With the *'uling high prices of silver, there was 
no longer any economy in using it instead of gold. 

§35. Government action on the Report.’ — The Government 
accepted the Committee’s recommendations and took the following 
steps to put them Into force: 

* (i) Control of exchange, — In January 1920 the demand for 
Council Drafts had ceased and a strong demand for Reverse 
Councils had set in. During January the drafts had been sold at 
a rate based on the rate of 2s, 4^/., which had been fixed for 
the sale of Council Bills. But in compliance with the Committee’s ^ 
recommendation, the Government notified that Council Drafts and 
Telegraphic Transfers would be offered for sale weekly by 
• competitive tender with no fixed minimum rate; and that, in future. 
Reverse Drafts and 'rdegraphic Transfers would be offered in India, 
when occasion so required, at a rale based on the sterling equivalent 
of the price of 11*30016 grains of fine gold as measured by the 
prevailing sterling-dollar exchange, less a reduction representing the 
cost of remitting gold. 

(ii) Change in the legal tender value of the sovereign, — The 
internal ratio of one sovereign for Rs. 10 could not be made 
effective so long as gold bullion continued to command a high 
preifiium over the pric^ indicated by the ratio recommended by the 
Committee. We have already seen how, as far back as 1917, the 
Go\rernment had started the compulsory acquisition of gold Imported 
on private account and how they had begun from September 1919 

* See Report of the Royal Commission on Indian Currency and Finance 
(1925), vol. IT, Appendix 3; also H, Stanley Jevons, Money, Banking and 
Exchange in Mia^ ch, xv, 



332 


Indian Economics 


their series of fortnightly sales of gold with a view to reducing the 
premium on it. Gold, however, still commanded a high premium 
over the price recommended by the Smith Committee. • In February 
1920, the Government announced that, during the next six months, 
a minimum of 15 million tolas of fine gold would ba sold; but this 
original programme was extended by further sales in August and 
September. After selling a large quantity at an average rate of 
Rs. 22 per tola, the gold sales were stopped in October 1920 
and the price of gold, which had been controlled to some extent 
by ^le Government sales, again went up. This part of the 
Government’s policy must therefore be pronounced a failure. 

By Ordinance No. Ill of 21 June 1Q20, sovereigns and 
half-sovereigns ceased to be legiil tender in payment or on account, 
but provision was made for their acceptance by the Government at 
the ratio of Rs. 15 during a moratorium of 2 t days, ofi the expiry 
of which the restrictions on imports of British gold coin were also 
withdrawn. 'I'he sovereigns and half-sovereigns tendered at the 
currency offices and treasuries in the 21 days during which the 
moratorium continued amounted to about millions. 

The Currency Committee’s recommendation that the sovereign 
.should be made legal tender in India at Rs. 10 instead of Rs. i^S 
was given effect to by the Indian Coinage (Amendment) Act, 
No. XXXVI of IQ20. This Act restored the legal-tender character 
of the .sovereign and half-sovereign which had been suspended by 
Ordinance No. Ill of 21 June 1920. The rate fixed by the new 
Act was Rs. TO to the sovereign and instructions were accordingly 
issued to treasuries and currency offices that sovereigns and half- 
.sovereigns, if presented, should be received at the rate of Rs. 10 
and Rs. 5 respectively, but that they should not be issued. As- 
the market price of the sovereign continued to be above Rs. 10, 
it never functioned as currency at the new ratio. It was therefore 
thought unnecessary to open a gold mint in Bombay. 

(iii) Abolition of War-time restrictions , — In February 1920 the 
prohibition on the import of silver (but not on export) was removed, 
and also the import duty of four annas per ounce which had been 
levied was abolished. Similarly, the War-time notifications which 
had been issued prohibiting the use of gold and silver coin 
otherwise than as currency, or dealing in them at a premium, were 
also cancelled. The fall in the price of silver and the return of 
silver coin from circulation, which commenced in May 1920, nl^ade 
possible the abolition of the remaining War-time restrictionjs on the 
movements of precious metals. On 21 June the restrictions on the 
ipiport of gold bullion and foreign coin . were removed. A few 
days later restrictions on the use of silver for making payments 
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on behalf of the Gcrvcrnment were withdrawn, and treasury officers 
were instructed that payments should in future be made in the form 
of currency desired by the payee. Steps were also taken in the 
direction of renewing the extra-legal facilities .(for conversion of 
notes into rupjees) which had been temporarily withdrawn. ^ The 
treasury officers, for example, were instructed as far as possible 
to give silver in exchange for notes if presented in reasonably small 
quantities. In short, so far as silver w’as concerned, full effect 
was given to the recommendations of. the Currency Committee 
before the end of 1920. 

The measures taken wifli reference to the reconstitution of the 
Paper Currency Reserve w'ill be referred to later on. 

§36. Sale of Reverse Councils. — Wc must now recount in 
greater detail the Government’s attempt to maintain the new ratio 
of 2S, gold and the ghastly failure with which it met. On the date 
of the publication of the Smith Committee’s Report the American 
cross-rate' had reached the low level of : $3*65. It was 
obvious that the existing late of the rupee-sterling exchange must 
rise very considerably, if the Ciovernment were determined to keep 
the value of the rupee at 2^. gold. Indian exporters in these 
circumstances w'ere anxious to discount their export bills as quickly 
dfe possible in order to save themselves from the expected rise of 
exchange. But this rush of the exporters to turn their bills into’ 
rupees was itself bound to send up the sterling value of the rupee, 
which, accordingly, rose to 25. 8^d. within three days of the 
announcement of the 2s, gold ratio. Another fall in the American 4 
cross-rajte caused a further rise in the rate of exchange, which stood 
at the unprecedented figure of 2s. io|J. on ii February. After this, 
^however, a reaction set in. The rush of the exporters to discount 
their bills had abated. The demand for sterling on the other 
liand became more and more intense owing to the Government’s 
decision about the ratio. Commercial firms and private persons 
hastened to make their remittances to England, which in the 
ordinary course of things would have waited for several months, in 
order to take advantage of the abnormally high rate of exchange. 

As a result of the huge War-time profits made by certain 
sections of the people, there was a heavy boom of company flota- 
tiom> and this meant orders on an unusually large scale for foreign 
plant and machinery, of which the cost was remitted in advance 
in order to make the best of the high rate of exchange so long 

‘ ‘ The rate of exchange between London and New York is spoken of 
in India as “ the American cross-rate *’ or as the ** New York cross-rate 
A cross-rate is the rate of exchange between any two places outside of one*8 
oam country. '--Stanley Jevons, op. cit., p. aiyn. 
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as it lasted. There was also a good deal of speculation in 
exchange, as it was easy to make handsome profits by the simple 
process of first turning rupees into sterling when ilhe rate was 
high, and then translating sterling back into rupees when the 
exchange came down, as the speculator hoped and anticipated it 
would. 

This heavy demand for sterling made for a rise in its value, that 
is, a fall in the value of the rupee. The divergence between the 
market and the official rate which thus arorfie and which at times 
amounted to as much as 3i/. or 4^. further stimulated the demand 
for the Reverse Councils. * . 

By far Ihc most important cause, however, responsible for the 
sagging of the exchange was the tendency towards the adverse 
balance of trade referred to above as having commenced in January 
1920. This tendency gathered momentum with every^ month that 
passed. The Government at first started selling Reverse Councils 
at rates based on 2s. 8 d. sterling on 5 February. The rate was 
raised to 2S, 10 27/32^. on 12 February, but thereafter it decreased 
as sterling appreciated. By the end of June, the balance of trade 
had begun to turn strongly agaipst India, with the result that the 
market rates of exchange had not merely dc^parted from the parity 
of gold, but had fallen below the parity of 25. sterling. After 
this the Government tried to maintain the rate at 25. sterling. 
Consequently at the sale of 24 June and subsequent sales Ihe rate 
adopted for Immediate Telegraphic Transfers was I5. ii 19/32^. 
The reason advanced was that this represented the rate which 
would ultimately hold when sterling returned to parity with 
gold. But in reality it meant that the Government had given up 
hope of giving effect to the 25. gold rate recommended by the Smith, 
Committee, which thus had mounted, shone, evaporated and fallen 
— all within the brief space of less than six months. The market 
rate of exchange continued to fall without the Government being 
able to arrest its downward career. They were compelled to reduce 
their own rates following the market rate, and the only principle 
that was adopted was to keep the official rate at a somewhat 
higher level than the*^ market rate. But this could not last 
indefinitely, and the Government finally abandoned their attempt 
to regulate the exchange. At the end df September 1920; the 
sales of Reverse Councils since the beginning of the year had 
amounted to ^^55,382,000. The Reverse Councils were paid in 
London out of the proceeds from the sale of sterling securities and 
Treasury Bills belonging to the Paper Currency Reserve. These 
securities and bills had been bought at the rate of Rs. 15 to the 
pound, but they were sold at rates ranging from Rs. 7 to Rs. 10. 
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The difference between the selling and buying price measured an 
aggregate loss of Rs. 35 crores to the Indian exchequer. 

Apart from ,the heavy losses suffered by the Indian exchequer 
in connexion with the sale of the Reverse Councils, the eventual 
collapse of the exchange was ruinous to business in more w%ys 
than one. A very considerable deflation of money had occurred 
as the result of the sale of the Reverse Councils. The note 
circulation between i February and 16 September 1920 had been 
reduced from Rs. 185 crores to Rs. 158 cjrores by the process of 
cancelling the notes received by the Government in payment ior 
Reverse Councils. This ver/ substantial withdrawal of currency 
had proved ineffective for maintaining exchange owing to the 
abnormal activity of the import trade and the absence of any 
support from exports. But it caused an acute monetary stringency, 
and was responsible for a fall in the level of prices. Both these 
circumstances together greatly enhanced the difficulties of business 
men, who were compelled to sell off their stocks at ruinously low 
prices. 

The heaviest loss, however, was due to the fact that the 
commercial community had relied op the Government maintaining 
the exchange at the high rate chosen by them. Goods had been 
ordered in the confident expectation that exchange would remain 
high, but the exchange had fallen heavily by the time they arrived. 
This meant nothing less than bankruptcy to many importers whose 
reliance on Governmental ability to keep the exchange at the desired 
high level was so complete that they had failed to take the usual 
precaution, of covering their exchange. 

§37. Governmeiit policy examined. — All this, however, may 
fairly be taken as proving that many sagacious and hard-headed 
business men did not regard the maintenance of the high rate as 
an impossible task, whatever they may have thought about its 
advisability. 

The Government themselves had no doubt in their mind about 
the practicability of maintaining the ratio at 2S, gold, being 
reassured on this point by the majority report of the Babington 
Smith Committee. It is true that Mr Dalai in his able dissenting 
minute had argued strongly against the high ratio and dwelt at 
length on the evils sure t6 follow from it. But he does not seem 
to have laid any particular emphasis on the impossibility of 
maintaining the ratio for any length of time. 

It is, however, a very strange phenomenon that the feeling 
about the impracticability of maintaining the new ratio was not 
as common as it might have been expected to be. When the 
Government set out to give effect to the recommendations of the 
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Babington Smith Committee, there were several facts before them 
which might have given them pause in initiating such a revolutionary 
change in the currency standard. For example, iQ August 1920, 
when the altered ratio was to have come into effect, gold was 
selling at Rs. 23 J per tola, whereas according to the new ratio the 
price of gold ought to have been Rs. 15- 14-0. In view of such a, 
great disparity it should have been clear that it would be 
extraordinarily difficult, if not impossible, to maintain the ratio of 
25 . gold. Again, the price of silver itself, had gone down to about 
44d. per ounce and therefore the danger of rupees being melted 
down had practically disappeared. Moreover, even if a certain 
amount of melting had taken place this would not have mattered 
much considering the vast volume of rupees in circulation.' 

The Babington Smith Committee had entirely misread the 
situation when they put the rise of silver in the forefront of causes 
explaining the rise in the Indian exchange. The most important 
cause of the rise in the sterling value of the rupee was the greater 
rise in sterling prices as compared to the rise in rupee prices. 
According to the Purchasing Power Parity doctrine, the rate of 
exchange had to move up in sympathy so as to bring about 
equilibrium. 'Fhe same doctrine explained the subsequent fall in the 
exchange which was due to the more rapid decline of world prices 
(or sterling prices) since 1920 than the Indian prices. This turned 
the tables against the rupee, causing a fall in its sterling value 
during, and for some years after, 1920, before it began to appreciate 
again and ultimately reached is. 6J.® The 25. gold rate meant 
a considerable overvaluation of the rupee in comparisoQ with its 
purchasing power parity with gold at the time, and the attempt 
to give a fixed gold value to the rupee was premature, as the 
value of gold itself was undergoing the most violent variations 
and the conditions of international trade were still extremely 
unstable. 


‘ Sec Ambcdkar, op. cit., p. 207. 

* The rise in the price of silver was really .'i mere coincidence due to a 
large extent to speculation. In ignoring the signilicnnee of the rapidly altering 
price-Jevels and fixing its attention merely upon the speculative prices of silver, 
lay the fundamental error of the Smith (''ominittee’s Report on Indian Currency. 
In linking the rupee to gold at 25., it overlookcS the real character of the rise 
which had taken place and underestimated the deflation which would have 
become necessary to maintain that rate. Its surmises regarding the probable 
course of prices in other countries were perhaps the most ridiculous examples 
of economic prophecy to be met with in history.* — ^Vakil and Muranjan, op. 
cit., pp. 340- r. 

* See Gustav Cassel*s Memorandum, Hilton-Young Commission RepM^ vol. 
Ill, .Appendix 92. 
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The high price of silver was partly the result of the depreciation 
of the rupee as well as of sterling in terms of commodities in 
general. Even supposing, however, that the rise in the price of 
silver had been *the chief cause of the rise in the exchange, the 
former was largely speculative. 1 he tremendous range of varia- 
tion in its prices' as shown in the following table ^ should haVe 
served as a warning that the rise was without an clement of 
permanence and stability. 


Price of ike Sifrcr Ounce in Sterlmg (^Pence) 


Year 

1 

Hif^host 

-> 
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A\ei age 

Range of 
\ at i at ion 
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1 

1 
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5''t> 

10 7/ 16 
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55 

1 
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10 7 S 
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79 

1 
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57 1/ 

3> 3'8 

19^0 

89 i/j 

oc 

61 7/16 

5" 5 '8 

1921 

43 3^8 

30 5/8 

37 

3/4 


The only defence the Government might have put up w’as that, 
having appointed an expert Committee, they felt bound to follow^ its 
advice, especially as they could not see their way dearly before 
them owing to the entirely exceptional circumstances then pre- 
vailing. But the gravamen of the charge against the Government 
was not that they shaped their policy in the beginning in accordance 
with the advice of the Babington Smith Committee, but that having 
seen the palpable futility of the efforts to make the 2s. gold rate 
effective, they still persisted in the >ale of Reverse Councils. By 
the end of June 1920, it was fairly clear that the task which the 
Government had taken upon themselves was an impossible one, and 
it would have been a courageous and wise step frankly to have 
acknowledged defeat at an early stage. As it was, however, 
they persevered in their ill-advised attempt to bolster up the 
exchange, dissipating their huge gold resources in the process and 
causing tremendous disturbance in the industrial and commercial 

^ Ambedkar, op. cit., p. 204. 

22 
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world. Thus as Sir Stanley Reed put it, ‘ a policy which was 
avowedly adopted to secure fixity of exchange produced the 
greatest fluctuations in the exchanges of a solvent country and 
widespread disturbance of trade, heavy losses to the Government, 
and brought hundreds of big traders to the verge of bankruptcy 

• §38. The policy of masterly inactivity (1921-5). — After the 
failure of the attempt to stabilize exchange, the Government had 
to be content for some time with watching, in a spirit of patient 
expectancy, the course of events as they unfolded themselves, 
without taking any decisive action. 

* In the year 1921, the balance o 4 trade was still against India. 
The depressed condition of the export trade was due to a rapid fall 
of Avorld prices in terms of gold and the still more rapid fall of 
sterling- prices owing to the steps taken by England to bring sterling 
back to gold parity. Under these circumstances, the expected 
happened and the sterling value of the rupee fell sfeadily. In the 
course of the year 1921, the Government had contracted the currency 
to the extent of Rs. 31,58,000. This, however, was not enough to 
arrest the downward course of exchange, which was driven to as 
low a level as is, 3d. The contraction of currency was continued 
further in 1921-2 and 1922-3 *by the transfer of sterling securities 
held in London to the Secretary of State's cash balance and by the 
discharge of Indian Treasury Bills held in the reserve. With a 
view to preventing the further fall of the rupee the Secretary of 
State had also discontinued the sale of Council Drafts. 

In 1922-3 the export trade of India showed a revival owing 
to good harvests and an improvement in the purchasing capacity 
of the European countries. I'he joint result of the con’traction of 
currency and the revival of exports was to raise the exchange value 
of the rupee slowly but steadily. In September 1923 the rupee \^as 
equivalent to about is, 3^d. gold, and the pre-War ratio of 15. 4^. 
could have been easily restored without adversely affecting any 
interest whatsoever, as was unsuccessfully urged by the Indian 
Merchants' Chamber. The Government, however, were apparently 
trying to take the ratio up to 15. 6 d., and the rupee as a matter 
of fact reached the level of is. 6d, sterling in October 1924. 
The Government’s action after this was directed towards preventing 
the rise of the rupee much beyond this |)oint. In order to achieve 
this result, the method of purchase of sterling required for 
Government remittances and, when necessary, in excess of this 
requirement, was freely used, and fresh currency was issued Against 
these purchases, thus incidentally relieving to some extent the 

‘ Quoted by B. E. Dadaclianji, History of Indian Currency and Exchange, 

p. 137- 
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monetary stringency occasioned by the Government policy of 
deflation. The exchange value of the rupee reached 6d, gold 
in April 1925, and remained — or, as the critics of Government 
put it, was held— there until 21 September 1931.^ 

The end of the policy of masterly inactivity wds now in sight. 
The Government • of India in response to repeated requests frftm 
various quarters promised an inquiry into the currency situation 
early in 1925 through an authoritative committee before the end of 
the year, by which time they anticipated that the world conditions 
would become sufficiently stable. On 25 August 1925 a Royal 
Commission on Indian Currency and Exchange was appointed under 
the presidency bf Lt. -Commander Hilton- Young. 

Before considering the deliberations and decisions of the Com- 
mission, we shall turn aside to give an account of the evolution 
of the Indian Paper Currency system, which perhaps has already 
been delayed too long. 

Indian Paper Currkxcy 

§39. Early history. — Under the Acts of 1809, 1840 and 1843 the 
Presidency Banks of Bengal, Bombay and Madras were authorized 
to issue notes payable to the bearer on demand subject to certain 
regulations as to maximum issue and reserves. Rut their circula- 
tion was restricted within narrow bounds, being practically confined 
to the three Presidency towns. In i860 James Wilson, the first 
Finance Member of India, worked out a scheme for a Government 
Paper Currency and the abolition of the right of nole-issue enjoyed 
by the Presidency banks. Sir Charles Wood, I he then Secretary 
of State for India, laid down the following principles on the lines 
of the English Bank Charter Act of 1844: 

The function of note-issue should be entirely separated from 
that of banking, as was also suggested by Wilson, and, second, 
as Sir Charles Wood put it, ‘ the amount of notes issued on 
Government securities should be maintained at a fixed sum, within 
the limit of the smallest amount which experience has proved to 
be necessary for the monetary transactions of the country, and that 
any further amount of notes should be issued on coin or bullion 
Accordingly, the Paper Currency Act of 1861 was passed. Unlike 
England) India was at fir.<>t divided into three circles of issue, with 
headquarters at Calcutta, Bombay and Madras. The number of 
circles ^subsequently grew, and settled down to seven in 1910, the 
four additional circles being Rangoon, Karachi, Cawnpore and 
Lahore. Notes were issued of the denominations of Rs. 10, 20, 50, 


* See ch, viii. 


See Keynes, op. cit., p. 39. 
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loo, 50(j, and 10,000. A note of smaller denomination, viz. 

the five-1 upee note, was introduc'ed in 1891. The\ were to be 
issued to llic public without limit in exchange for rupees or British 
gold coins, and in exchange for gold bullion oh the requisition 
of the Controllef’ of Currency. 1 hey w’cre dt‘('lared unlimited Jegal 
leitder both at the (Government Treasuries and in private transac- 
tions, but within their lespective circle of issue. 

A reserve was formed in bullion and coin to the full value of the 
notes issued with the exception of a certain small portion invested 
in the GovcrnnuMit of India Rupee Seciiriti(*s as a guarantee of 
th^ir convertibility. 

'I'he notes could be eiuashcd as of right only aV the head office 
of the eiicle of issue. At the same time Government Treasuries 
cashed notes of other ciicles for bona-fide travellers and for the 
railway compani(‘s. Payment of Government dues could be made 
in the currency notes of any circle. 

§40. Restrictions as to encashment and legal tender. — India is 
a vast country, and the conditions of trade caused large movements 
of money from one part of the country to another at difl*crent 
times of the \ear. The first use of notes would therefore be for 
remittance in a more convenient way than by sending specie. 
The Government w’odd have been obliged to send cash from place 
to place if tluw had not restricted the legal tender quality of the 
notes to the circle of issue. If, on the other hand, the notes had 
been made universal legal fender but only encashable at Presidency 
towns, there would undoubtedly have been a premium on coin at 
certain times of the year wdiich would have impaired the popularity 
of the notes. 

The (^ircle system, how'ever, greatly rcstrieted the normal 
expansion and popularity of notes, and the first step was therefore 
taken in 1903 to abolish it, when the five-rupee note was made 
universal legal tender except in Burma, this restriction being 
remov^ed in tooq. In tqto, notes of the denomination of Rs. 10 
and 50 were similarly universali/ed and power was taken to uni- 
versalize notes of higher denomination by executive order. In 1911 
accordingly, the Rs. loo-note was universalized. The Chamberlain 
Commission recommended the universalization of the Rs. 500-note 
also. The Rs. 500- and Rs. i,ooo-notcs were made universal legal 
tender during 1931-2.^ This process of^ universalization led to a 
rapid expansion of the total circulation of notes. Extra-legal 
facilities for encashment of notes had been provided at the 
Government Treasuries in various places, and the Presidency Banks 


* Report of the Controller of Currency (193 1-2), par. 60. 
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iinderlook further to extend sud) fadllties at llieir head olTircs and 
l)rancncs. The War period arrested any fuiiher development in 
this direction, as there were difliciillies in ^ettin^ enough rupees 
coined and the uncovered note issue also increased. * The Bahing-ton 
Smith Committee* recommended tlie abolition of W'ar-time restfle- 
tions and further extension of c‘\lra-legal fatalities for the 
encashment of notes as essential for making them more populai, 
and accordingly they have been revived. 

S41. Paper Currency* Reserve. — The Act of 1861 provided for a 
fixed maximum fiduciary issue, in the form of Government sevurifles 
up to four crort^s of rupees. The limit was changed from time to 
time by special Acts: to six crores in 1871 ; in iSqo to eight crorcs; 
in 1807 to ten crorcs; and in 1005 to t\\(‘lve crores. Up to this 
time the securities were the rupee securities of the Government of 
India held in India, but the Act of i()05 authorized the holding of 
sterling securities in England up to two crorcs. Since 1905, part 
of the invested poition of the reserve has thus been in the form 
of sterling sec'urities.’ In the maximum reserve in securities 

was fixed at fourteen crores, four crores of wlucb was to be in 
sterling securities. • 

already pointed out, up to i8()8, the whole of the Paper 
Currency Reserve, e\c(*pt a fixed fiduciary portion, was held in 
silver coin in India. In i8r)8, the Gold Note Act authoti/(‘d the 
Government to hold any part of the metallic portion of the reserve 
in gold coin. TJic Act of 1900 gave authority to hold part of this 
gold coin in London. The Act of i<)05 gave the Go\ernment full 
power to liold the metallic portion of the icscrve, or any part of 
it, either in London or in India, and in gold coin or bullion, or 
in "rupees or silver bullion, with the proviso that all coined rupees 
wTre to be held in India only. 

As pointed out above, except for a fixed maximum fiduciary 
issue, w'hich w'as raised from time to time, tlie Avbolc of the rest 
was held either in gold and silver bullion or coin. With the gradual 
expansion of the note issue, an ever-diminishing proportion 
came to be invested as a result of this practice. On the other hand, 
a growing proportion came to be held in a liquid form, sometimes 
as much as 80 to 85 pjr cent. This w^as due to a deliberate 
change of policy and to the use of the liquid part of the reserve 
for a new purpose, namely, that of supporting exchange whenever 
necessary. In fact, as we have already seen, this was considered 
as the first line of defence of the currency system as a whole. 

The result of the policy was that a superlatively safe reserve 
was held for ensuring the convertibility of the notes, but at the 

‘ Ante, §18, p. 310. 
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cost of economy. This could have been avoided by increasing the 
invested p)ortion, the best way of doing which was to make cash 
bear a certain percentage of or proportion to the total issue of 
notes. In this \vay also the Jieqiient resort to legislation to, raise 
thb fiduciary limit could have been avoided. 

§42. Composition of the Paper Currency Reserve criticized. — 
The following table^ gives an idea of the composition and location 
of the Paper Currency Reserve in the pre-War period. 
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The main criticism against the pre-War composition of the Paper 
Currency Reserve was against (i) the unduly large metallic reserve; 
(ii) the impossibility of increasing the fixed fiduciary reserve except 
by special resort to legislation ; and (iii) investment of part of the 
Paper Currency Reserve in sterling securities in England. 

(i) and (ii) made the system generally inelastic. As regards (iii), 
the practice was sought to be justified on the ground that the 
sterling securities were useful for maintaining the exchange value 
of the rupee and that they possessed the additional advantage of 
not being liable to depreciation in the event of an internal crisis 
in India. As against this it was argued that the maintenance of 
the exchange value of the rupee was not the proper function of 
the Paper Currency Reserve, that even sterling securities were liable 
* See Findlay Shirras, Indian Finance and Banking , p. 256. 




Currency and Exchange, I 


343 


lo depreciation in the event of a crisis in England and that public 
confidence in the note issue could only be secured by holding the 
whole of the reserve in India. ^ 

The function of note issue was entirely dissociated from the 
function of banking and there was nothing like a central bapk 
and therefore no Government banker. There was the Reserve 
Treasury system, under which public funds were locked up in special 
Government Treasuries (except for small amounts confided lo the 
Presidency Banks), bringing about a stringency in the money 
market during the busy season of the year. « 

The internal# currency was* absolutely inelastic for special and 
general purpopscs, and there was no provision for its temporary 
expansion except by importing funds from abroad either by the 
purchase of Council Bills or import of sovereigns. Similar defects 
have been overcome in other countries by the use of deposits 
and cheques, as in England and the United States, or by special 
temporary issue of paper currency against commercial bills of 
exchange, and lastly by placing Government funds at the disposal 
of a central bank. 

The first method, namely that of cheques and deposits, is not 
much in use in India except at the few big commercial centres. 
The second was suggested by the Smith Committee and has 
been accepted. The third was also adopted by abolishing the 
Reserve Treasuries and placing the Government funds with the 
Imperial Bank of India which acted between 1921 and 1935 (before 
the inauguration of the Reserve Bank) as the Government bank. In 
order to remedy the general inelasticity two methods were sug- 
gested by the Chamberlain Commission and the Smith Committee 
respectively. The former recommended that the fiduciary reserve 
should be fixed at the amount of notes held by the Government 
in the Reserve Treasuries plus one-third of the net circulation fi.e. 
gross circulation minus the amount held in Reserve Treasuries). 
The principle is that the fiduciary issue should not exceed a 
maximum percentage of the total issue. The Smith Committee 
suggested that the metallic portion should not fall below a minimum 
percentage of the total issue; the proportion suggested being 40 
per cent, although they held that it would be desirable to maintain 
a substantial margin abov% the statutory minimum, especially in the 
busy season. In either case, the fiduciary reserve would increase 
automatically with the increase of circulation without frequent resort 
to legislation. The system would thus be more economical and 
less rigid. As we shall see later on, the Government accepted 

* See next chapter for further criticism of the location of the Paper Currency 
Reserve. 
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the Smith Comm it toe’s su^i^csticm in 1920, although they adopted 
a higher pcicentago for llu ni(‘lallic reserve, viz. 50 per cent.^ 
fj43. The effects of the War on the paper currency. — We saw 
above how, on .the oulbreah of the W'ar, there was at the outset 
a general focling of ])ani(' whic li led to a severe run on the Paper 
Currenry Ofliccs, notes of tl^i* \aluc of ten crorcs being returned 
within th(‘ first eiglit months of the 'V\^ar. As already remarked, 
however, there was a i^iadual revival of confidence and a steady 
increase in the note ('irculalion. 'Fhe el?ects of the War on the 
pt^er ruireM<\ from March ic)i5 onwards may be summarized as 
follows: 


(i) Inflation of paper ('iiireney caused by the great demand for 
ciirrenc'y, whic h could not all be met by a fresh issue of rupees. 
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l'li(*se Acts were supplemented by Ordinances issued by the 
Govcrnor-fieneral. 'I'liis striking expansion of the invested reserve 
w^as necessitated by the diHiculty which the Gc)Af*rnment experienced 
iif finding enough coin to be held in the reserve. Also recoveries 
of the War expenditure in India incurred on behalf of England were 
made in London by the Secretary of State, and it being considered 
inadvisable in the Imperial interest to bold these proceeds in gold 
earmarked for the Paper Currency Reserve in London, the alter- 
native of investing them in British Treasury Bills or short-term 
sterling securities w’as adopted,^ although a part was invested in 
Indian Treasury Bills as well, (iii) The Tall in the metallic reserve 
from yS'c) per c'cnt in 1914, to 35*8 per cent in 1919. (iv) New 
notes of the low^ denomination of Re. i and Rs. 2J were isfued in 

^ .See S44- 

* The investment in the British Treasury Bills was partly dictated by the 
consideration that, being short-dated, there was small danger of their depreciat- 
ing. The other sterling securities, on the other hand, were depreciating to a 
considerable extent as a result of the War. 
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December 1917 and January iqi8 respectively as a measure of 
ccorionii/in^ silver, apparently in imitation of the issue of and 
105 . notes in 4 i]ngland in the War period. I he public did not at 
first take kindly to them. But the one-iupce note made steadv 
headway and its circulation on 31 March 1919 ainountcc^ to 
Rs. 10,50 lakhs as compaied with Rs. 1,84 lakhs in the case ot 
the other note.^ (v) "Ihe abolition of extra-legal facilities- for 
encashment owing to the &caicii> of lupees, the notes thus lunning 
to a discount of as mwch as nineteen per cent in some pkiies — 
paiticularly the new notes ol smaller denominations, (vij •Ihe 
import of 2oo«tfnillion ounces of iVmeiican silver released undei the . 
Pittman Act to meet the i^apei Ciiirency crisis of Apiil 1918. 

The subjoined table biings out clearly the ellects of the Wai on 
the composition «md location of the Papei ("iiimic}' Reserve ’ 
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§44. Reconstitution of the Paper Currency Reserve. — In 

September 1919, by the temporary amendment of the Paper Currency 

t 

^ The Government of India decided to discontinue the issue of Re. i and 
Rs. notes definitely from i January 1926. Their place has been tak»'n paitly 
by silver rupees and partly by Rs. 10 notes. 

* As has already been mentioned, these facilities wen n stored in 1920-1 
and have since been extended by the multiplication of the blanches of the 
Imperial Bank which provide for the encashment of notes as a matter of 
public convenience. 

* See Shirras, op. cit., p. 264. 
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Act, the maximum limit to which the Currency Reserve could be 
invested was raised to Rs. 120 crores, out of which Rs. 100 crores 
had to be British Treasury Bills. « 

In March 1920, a temporary Act for six months was passed 
whifh permitted the retention of the invested portion of the reserve 
at Rs. 120 crores. But it abolished the restrictions as to the locale 
of the investments and their sterling- or rupee character. This 
was necessitated by the then existing demand for remittances 
to London and the impossibility of • meeting it from the 
Secretary of State’s cash balances. The continued demand was 
therefore to be met by the disposal of the sterlings securities held 
in the Paper Currency Reserve in London. This, however, 
involved^ under the existing law, the withdrawal and cancellation 
of currency notes in India to the extent of the rupee value at 
which the sterling securities were held in the reserve, i.e. at the 
rate of Rs. 15 to 

In order to place the paper currency system on a satisfactory 
basis in the light of the criticism to which it was subjected by 
the Chamberlain Commission and the Smith Committee, and the 
experiences gained during* the War, it was felt necessary to pass 
new legislation to replace the temporary Act of March 1920. 
Consequently, the Indian Paper Currency Amendment Act' became 
law on I October 1920. The provisions of this Act fall under two 
classes, permanent and transitory. 

(i) Permanent provisions 

(a) The metallic reserve was to be at least 50 per cent of the 
total reserve. The reasons f<jrr accepting a higher percentage than 
that suggested by the Smith Committee, which was only 40 per 
cent, were the necessity of encashing the notes without question in 
a country like India, and the necessity of holding sufficient coin in 
the reserve to finance the movements of the crops during the busy 
season, when notes are generally presented for encashment on a 
very large scale. 

(h) With the exception of Rs. 20 crores worth of securities held 
in India, the remainder was to be held in Kngland in short-term 
securities not exceeding a period of 12 months, as suggested by 
the Smith Committee. 

(c) The Controller of Currency was :{uthorlzed to issue* notes 
up to an amount of Rs. 5 crores against inland discounted bills 
of exchange maturing within 90 days of their issue. This “extra 

* This is usually referred to as the Paper Currency Act of 1925, which was 
a Consolidating Act. 

* These provisions are practically identical with the recommendations of the 
Smith Committee. 
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issue was to take the form of a loan to the Imperial Bank which 
was to pay 8 per cent interest lo the Government and deposit 
accepted bills bf exchange with the latter. (The limit of 5 crores 
was raised to 12 crores by the Indian Paper Currency Amendment 
Act of 1923.)^ The provision regarding the fifty per cent statutory 
metallic reserve was irrespective of this extra issue, which was 
not to be considered for the purpose of fixing the metallic reserve. 

(d) The Secretary of Stale was not to hold more than five 
million pounds in gold 'bullion in London. 

(ii) Transitory provisions^: 

Owing to The difficulty caused by the necessity of revaluing ' 
the gold and the sterling securities of the reserve on the basis of 
Rs. 10 to the sovereign instead of Rs. 15, certain transitory 
provisions became necessary pending the final attainment of the 
permanent provisions. With revaluation on the 10-rupee basis the 
metallic portion of the reserve would have been less than fifty per 
cent. It was therefore provided that the invested portion might, for 
the time being, be fixed at Rs. 85 crores. “ (The former limit of 120 
was now unnecessary, as the circulation had been reduced to some 
extent by the sale of Reverse Coirticils met by the sale of sterling 
s^urities.) Another difficulty was about filling up the gap caused 
by the revaluation of the gold and sterling securities at two-thirds 
of their former value. This was easily solved by authorizing the 
Government of India to create rupee securities of their own hand 
{ad hoc securities, as they were called) and issue them to the 
Paper Currency Reserve. As these created securities would exceed 
the limit on rupee securities laid down by the Act, it was provided 
that the excess should be reduced bv gradually replacing them 
with sterling securities. But as there were no funds immediately 
available to purchase a large quantity of sterling securities, it was 
provided that the interest derived from the securities in the Paper 
Currency Reserve as by law, and profits on the fresh coinage 
of rupees, and interest on the Gold Standard Reserve when that 

' Of the 12 crores the first 4 croros could be issued when the Bank rate 
was 6 per cent, the next 4 crores when it was 7 per cent, and the last 4 
crores when it was 8 per cent. The procedure was revised in September 1924, 
when * the following regufatfons were issued : 

(i) No loan shall be made unless the Bank rate rises to 6 per cent. 

(ii) The entire amount outstanding at any time shall bear interest at the 
Banlc rate subject to a minimum of 6 per cent for the first 4 crores and of 
•7 per cent for the subsequent 8 crores. 

* As a remedy for monetary stringency, this limit was raised to Rs. 100 
crores by the Amending Act of February 1925, which also laid down that the 
total amount of created securities of the Government of India was not to 
exceed Rs. 50 crores. 
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exceeded ^^40 millions fwhieli it did on September 1921), and 
lastly, interest on commercial bills of exchanf^’e deposited with the 
Controller of Currency as sec'urily for the temporary issue, should 
be paid into the' Paper Cuirency Reserve to reduce such o^ the 
created rupee securities as weie above the perm'lssiblc figure of 
Rs. 12 crores. I'he Pi rmanent provisions of the Act would thus 
be eventually carried into efl'cct. On account, however, of the 
unsatisfactory financial position. Finance Acts of subsequent years 
allow'cd these sourci*s of income to be diverted to revenue, except 
in f92i-2, when the cxcc'ss in the pold Standard Reserve was 
used for tlie extinction of the ad hoc securities. 

On I April 1927, the j^old and the sterling' securities held in 
the Papei (’unenev R(‘sei\e, which since' 1920 had been valued at 
Rs. 10 t<j the so\cieign, weie re-valued at the rate of Rs. 13-1-3 
to the sovereign in accordance with thc‘ provisions of the Indian 
Currency Act, rcjjy, w'hich came into force on that date. The 
result of this was an increase of Rs. (>30 lakhs in the holding of 
gold and sterling sccuiities, which was set o(T by cancelling the 
same amount of Indian Treasury Bills, the bedding of which was 
reduc'ed from Rs. 49,77 lakhs lo Rs. ^^^,47 lakhs. ^ 

^ 45 . The composition and location of the Paper Currei\cy 
Reserve between March 1925 and 1935.® 
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* For the rocomim-ndations of the Hilton-Young Commission regarding the 
paper currency sc'c the m-xi chapter. The transfer of the note issue function to 
the Reserve Bank of India and the new arrangements regarding the reserve 
held against notes with elTett fiom i April 1935, under the Reserve Bank of 
India Act (1934), are dealt with in ch. x. 

* See Reports of the Controller of Currency, from to 1034-5. The 

figures of the composition and location of the Currency Reserve subsequent to 
I April 1935 given in ch. \. 
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Tlic abo\c table reveals certain striking changes in the Paper 
Currency Reserve between the years 1925 and 1935. Firstly there 
was a very appreciable decline in the gross circulation of notes in the 
years 1929-30 aTid 1930-1 owing to the contraction oi currency largely 
in consequence of the superfluity of cash following ihe general fall 
in the prices of* coniinoditics which commenced in the latter part 
of the year 1929-30 in the wake of the Wall Street collapse in New 
York. Another factor was the tendency towards exchange weak- 
ness due partly to the fall in the prices of the great staples of export 
trade and partly to th(f tendency tow^ards the transfer of capital 
abroad in view of the uncertjiint}^ of the political situation in iTidia 
and the specuMtion regarding reversion to the old statutory ratio 
of IS. 4^^. This inci eased the diflicultics of making remittances to 
the Secretary of State to meet the Home Charges, and goes far to 
explain the total disappearance, by 1931, of sterling securities in 
the Paper Currency Reserve, since these securities had to be trans- 
ferred to the Secretary of State against corresponding contraction 
of notes in India. ^ The big drop in the holdings of rupee securities 
in 1930-1 is explained by further contraction of (uricnc\ in IQ30-1 
against these securities. 1 Jie decrease in the amount of gold in 
the reserve in the same year was cMiised b\ the payment of Rs. 
crpres of gold into the Indian branch of the Cold Standard Reserve 
against withdrawal of sterling securities of th(‘ v.ilue of 2 million 
forming part of that reserve in England, in aid of the Home 
Treasury balances and to meet sales of sterling at the statutory 
rate of is. 5 between November 1930 and February 1931 

in response to the public demand which was influenced by the 
exchanger speculation referred to above and the political situation 
in the country. Another remarkable change in the composition of 
the Paper Currency Reserve was the increase in the holdings of 
silver coin in the reserve owing to reasons explained below.* This 
increase w^ould have been greater but for the removal of some 
quantity of silver for sale as recommended In the Hilton-Young 
Commission. 

The total amount of silver sold by the Government of India 
from the commencement of their operations in 1927 up to 31 March 
1935 amounted to 228,182,255 fine ounces. The sale proceeds were 
invested in sterling securities which were transferred to the Gold 
Standard Reserve against an opposite transfer of gold from that 
Reserve to the Paper Currency Reserve, an equivalent amount of 
rupeef securities in the Piipcr Currency Reserve being simultaneously 
cancelled. The surplus balance obtained by sterling purchases in 

* See also next chapter, §24. 

» See §46. 
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excess af the current requirements of the Secretary of State was 
utilized in the same way. These transactions involved an increase 
in the gfold holdings of the Paper Currency Reserve,^ and a 
corresponding reduction in the balance of rupee securities. The 
sale of silver also involved a reduction in the holdings of silver 
coi/1 and bullion in the Paper Currency Reserve. In 1933-4 
in the following years the surplus Home Treasury Balances and 
sale proceeds of silver were utilized in purchasing sterling securities 
and thus adding to the sterling assets of the Paper Currency 
Reserve — a welcome strengthening of the position on the eve of the 
trari'sfer of Government currency activities to the Reserve Bank.* 

In recent years, since the sale and export of ^old on private 
account from India which commenced towards the end of Septem- 
ber 1031 1 thc‘re has been an appreciable increase in the amount of 
gross circulation of notes, w'hich stood at Rs. i86‘i crores on 31 
March 1935 ^ crores on 31 December 1937. This 

expansion of currency has hc^cn attributed partly to the recent 
upward trend of prices and the public demand for currency to serve 
as a substitute for the gold in hoards, of which about Rs. 308 crores 
were exported up to the end of December 1937 mainly under the 
stimulus of the high rupee prices of gold following the fixing of 
the rupee to sterling at is, 6d, after Britain \vent off the Gold 
Standard on 20 September 1931.^ 

§46. Note circulation and currency absorption. — In this section 
it is proposed to discuss three main questions: (i) Gross and active 
circulation of notes ; (ii) Character of the note circulation ; and (iii) 
Absorption of various forms of currency. 

(i) Gross and active circulation of notes. — When we speak of 
the circulation of the paper currency, we must be clear as to whether 
we are referring to gross or active circulation. 

(a) By gross circulation is meant the value of all notes that 
have been issued and have not been paid off. (h) Active circulation 
since i April 1935, when the note issue function was taken over 
by the Reserve Bank of India, has meant the amount of notes 
issued less those held in its Banking Department.^ 

* The jjoM hukling'. of (lo\i*iniiicnt of India on 31 March 1935 — on 

the eve of their transfer to the Reserve Bank — amounted to Rs. 44*42 crores, 
of which 41-55 crores was in the Paper Currency Reserve and 2-87 crores in 
the Gold Standard Reserve valued at the statutory parity (i.e. Re. i=8'47 grains 
of gold). Their actual market value on that date was approximately Rs. 76 
crores. ■» 

* See ch. x. Report.^ of the Controller of Currency (1033-4), par. 39 and 
(1934*5). par. 31. 

* See next chapter for further explanation (§27). 

* See ch. x. 
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The following table illustrates the growth of average gross and 
active circulation of paper currency between 1904-5 and 1936-7. 

TABLE I 


In crores of rupees 


• 





• 

Year 

(iross 

Active 

Year 

liross 

Active 

1904-S 

1 

1 

28*1 

1929-30 

1831 

163-0 

1906*10 

40 6 

37 -^ 

1931-2 

163-6 

152-6 

1913-H 

hS -5 

46*6 

103 - 2-3 

173-8 

152-0 

1914-15 

64-0 

45*4 

* 033-4 

178-1 

1 & 7-4 

1917-18 

IOI -7 1 

7t-8 

* 934-5 

183-2 

161-6 

1919-20 •?.. 

171-6 

151-1 

i 935 -f> 

192-2 

163-0 

1923-4 

i7<j-o 

156-9 

1936-7 

202-0 

* 75-4 

1927-8 ... 1 

I So- 1 

162-6 





The welcome increase in active circulation in recent years shows 
the increasing use of notes in the country and is indicative of 
business recovery. 

(ii) Character of the note circulation. — The following statement 
indicates the relative popul'^rity of the different denominations of 
notes on 31 December 1936 and 31 March in preceding years. 
For the purpose of this statement Rs. io,ooo-notes are excluded 
a^ they hardly enter into ordinary circulation at all, being used 
as a convenient means of effecting large transfers between the 
Imperial Bank and Government currency chests. 

TABLE II 


rcrcciUagc to gross circulation of the circulation of notes for 


Period 

1 Re. 

I 

Rs. 

2-8 

Ks. 

s 

1 Ks. 

1 

Rs. 

20 

Rs 

50 

Rs. 

100 

Rs. 

500 

Rs. 

1,000 

Total 

1913-14 ... 



3-2 

34*0 

0-2 


3 S‘o 

5*2 

18-0 

100 

1918-19 ... 

7-8 

*•4 

6-8 

J 4'8 


3'6 

32*5 

1-9 

11-2 

100 

1921-2 ... 

6-2 

0-2 

10-0 



2-5 

34'2 

*•3 

0*3 

100 

1923-4 ... 

6-6 


9*3 

I 33-4 


1-8 

40-5 

0-9 

7-5 

100 

1926-7 ... 

0-3 


1 9*9 

1 43-7 

... j 

*'3 

.?6 i i 

1 0-7 

8-0 1 

100 

1928-9 ... 

0*2 


1 13-2 

1 41-4 

... 1 

i-i 

365 1 

0-6 

7-0 

100 

1931-2 ... 

0-2 


13-2 j 

1 4 *-> 

... 1 

o-q 

37*3 I 

0*4 

6-9 

100 

1033-4 - 

0-2 


12-9 

' 40-2 


0-8 

38-8 

0-4 

6-7 

100 

1934-5 ••• 

0-2 


13-5 

39*5 


0-7 

35*5 

0-3 

i 10*3 

too 

1936^ 

0*2 


>6% 

40-2 

... 

0-8 

35-9 

0-2 

6*2 

100 


This table shows that the Rs. 10- and Rs. loo-notes are by 
far ^e most popular. The old pattern Rs. 50-note declined in 
its popularity owing to its large size and its superficial resemblance 


* As on 31 December. 
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to the old pattern Rs. lo-note. The Rs. 2 J -note was never popular 
and its issue alon^ with that of the Re. i-note was discontinued, 
as already slated, since i January 1926, and these notes are being 
cancelled on receipt at treasury and currency offices. The Rs. 20- 
note was pushed out of existence by the Rs. lo-note gn the 
one hand and tlic Rs. roo-nole on the other and ceased to be 
issued with elTect from igio. A new pattern note of Rs. 50 
denomination, of a considerably smaller si/e, was introduced during 
the year 1930-1, but its issue has had no effect on the proportion 
of the note circulation as yet. In \iew of the fact that the 
circulation of Rs. 50- and Rs. 500-nolps is neglifjiblc the Reserve 
Bank of India has recently (1938) decided not to issue its own 
notes of these denominations, though Government of India notes of 
these dencmiinations will continue to be legal tender. 

(ili) Absorption of various forms of currency , — The following 
statement' shows the average annual absorption of ‘currency notes 
and rupee coin : 


TABLE III 




In lakhs 

of rupees 







1 1 

1 Rupees 

Notes 

Total V 

Average 

for ftve 

}fMIS 1909-10 

to 




1913-J4 

... 

... 

... 

«,77 

3,01 

11,78 

Averagi 

for five 

years 19 14-15 

to 




1918-10 




22,08 

16,72 

38.40 

1919-20 




20,09 

20,20 

40,29 

1920-1 



• •• 

-25,68 

- 5.90 

-31,58 

J9-J3-4 




7,62 

7,96 

'S-SS 

1925-6 



... 

— 8,11 

1,16 

- 6.95 

1926-7 




--19,76 

- 3.40 

-23, '6 

1927-8 



... 

” 3»7i 

10,22 

6,51 

1928-9 




- 3.03 

3,66 

63 

1929-30 



... 

-21,71 

- i«,8o 

- 40,51 

I 930- 1 




-21,58 

-11,37 

-32.95 

193 1-2 



... 

3.93 

*7,24 

21,17 

1932-3 




- 7.56 

-i4,«3 

-22,39 

1933-4 




~ 30 

13.54 

13,24 

1934-5 




- 3»2i 

- 32 

- 3.53 

l93S-<> 



... 

- 9,46 

1,82 1 

- 7,64 

J93'>-7 


V 

... 

- 2,49 

1 

25,53 ' 

1 

+ 23,04 


* Sovereigns and half-sovereigns have been onnitted in the above statement. 
From 1 April 1927 they ceased to be legal tender and from 1914 they did 
not function a*? currency. Since the Reserve Bank assumed the management 
of currency on i April 1935, the figures for absorption or return of currency 
are arrived at in the following manner. The absorption or return of currency 
is the variation in the totals of notes in circulation as shown in the returns 
of the Issue Department of the Bank. Notes in circulation thus now include 
amounts held in Government treasuries as well as notes in circulation among 
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The above tabic shows striking changes in the relative popularity 
of the various forms and absorption of currency before, during 
and after the War. The War-time expansion of currency on a large 
scale in the form of both rupees and notes due to factors already 
examined is brought out by the figures. The large contraction ot 
currency in 1920-1 represents the effects of the adverse balance 
of trade and the sale of Reverse Councils. In recent years there 
h.as been a tendency towards th( return of silver rupees from 
hoards on the one hand and the replacement of coin by notes to 
some extent on the other. One of the causes for the return of 
rupees from hoards is the substitution of gold bullion for rupees in 
hoards as a store of value under the influence of the considerable 
drop in its price in India below its pre-War level, before the rupee 
price of gold rapidly rose in consequence of India going off the gold 
standard with effect Irom 21 September 1031- (See next chapter.) 
The increasing popularity of notes, the spread of banking facilities 
and the frc'er acceptance of bearer chc‘qnes has decreased the de- 
mand for rupees. The practice of privately railing rupees has been 
declining rapidly. The drop iji recent years in the prices of certain 
staples of trade like cotton and jute, and the general trade depres- 
sion, have been responsible for the fessened consumption of coined 
nipuc's and notes. The currency policy of the Government in these 
years was criticized on the ground that there was excessive contrac- 
tion of currency in 1929-30 and 1930-T which created a shortage of 
money in the country, producing a fall in prices and inconveniencing 
trade. Sir George Schuster, however, pointed out that the reduction 
in the volume of currency was a sequel to the fall in world prices and 
had not been carried to an excessive extent.* In rc('ent years the 
absorption of note currency has increased, although partially set off 
by a return of silver coin. VCe have already referred to the public 
demand for note currency to serve as a substitute for the gold in 
hoards, now being sold and exported. I'he study of the absorption 
of currency month by month reveals the fact that currency is 
ab.sorbed generally in the busy season from November to June and 
returns to currency oftices and treasuries in the slack season from 
July to October.^ 


flir public. The absorption or* return of rupee coin means the decline or rise 
respectively in the amount of the rupee coin held in the Issue Department of 
the Bank. For the method of calculating the absorption of currency before 
the inauguration of the Reserve Bank see the old annual Reports of the Controller 
of Currency, — Report on Currency and Finance for the years /9J5-d and 1036-7, 
par. 47 (published by the Reserve Bank of India). 

* Central Budget for 1031-2, pp. 28-9 ; and see .also ch. viii, §24. 

* See also ch. x, §§27 and 30. 

23 



CHAPTER VIII 


CURRENCY AND EXCHANGE— Part II 

The Hilton-Young Commission at Work 

The report of the Hilton-Young’ Commission was published 
on 4 August 1926. The recommendations of the Commission fall 
conveniently under the following three heads : (i) Choice of a 
Monetary Standard; (ii) The Ratio of the Stabilization of the 
Rupee; and (iii) Creation of a Reserve or Central Bank of India. 
The fust two of these subjects will be considered in this chapter 
and the third will be dealt with in the chapter on Banking and 
Credit. 

§1. Defects of the gold exchange standard. — Before propound- 
ing their own scheme of a monetary standard for India, the 
Commission indicated the following defects of the system as it 
existed : * 

(i) The system was far from simple, and the basis of the 
stability of the rupee not readily intelligible to the uninstructed 
public.^ The currency consisted of two tokens, rupees and rupee- 
notes, in circulation, with the unnecessary excrescence of a third 
full-valued coin (sovereign), which did not circulate at all. One 
form of token currency f rupees) into which there was an unlimited 
obligation to convert the other (rupee-notes), was highly expensive 
and was liable to vanish if the price of silver rose above a certain 
level, when it ceased to be a token coin. 

(ii) There was a cumbrous duplication of the reserves, namely, 
the Gold Standard and Paper Currency and Banking Reserves, 
with an antiquated and dangerous division of responsibility for the 
control of currency and credit policy, which in other countries is 


* Spo Ihlton-Youriff Commission Report, par. 21. 

2 The basis was not^ only not readily intelligible, but it had also other 
faults. Mr Donning, Controller of Currency, wrote : * The system did not 
provide for the automatic stabilization of the rupee. The legal obligation to give 
rupees in exchange for sovereigns would have V^revented the rate of exchange 
rising above the upper gold point, even if the Government had not been prepared 
to meet fully the demand for Council Bills at is. 4|d., but there was no 
statutory safeguard against a fall in the rate of exchange below th*e lower 
gold point. In practice, such a fall in the rate of exchange was prevented 
by the sale of Reverse Councils, but Government were undei^ no statutory 
obligation to take such action.’ See Hilton-Young Commission Report, 
vol. II, Appendix. 
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centralized in and fixed upon a central bank. In India, the 
Government controlled the currency, and the credit situation, so 
far as it was controlled at all, was controlled by the Imperial Bank. 

(iii) The system did not secure automatic expansion and con- 
traction of currency. Such movements were too wholly dependent 
on the will of fhc currency authority, that is, of the Government. 
The system did not automatically enforce contraction of internal 
currency concurrently with the depletion of the reserves.' 

Similarly, with regard to expansion, cm occasions the obligation 
to buy sterling had been discharged by the Government without 
any corresponding expansion of currency. The purchases had in 
the first instance been made against Treasury balances and the 
currency expansion had been left to be effected at the discretion 
of the Government. 

(iv) Lastly, the system larked elasticity. The utility of the 
provision for elasticity made on the recommendation of the Smith 
Committee was affected by the methods of financing Indian trade. 
These arc based on a system of cash credits or the advance of 
money against demand promissory notes. There is, therefore, a 
shortage of genuine inland trade bills as cover against the seasonal 
increase of currency. The Government had, therefore, to announce 
in .September 1924 that, as far as might be necessary, they would 
use their powers to issue currency against Treasury Bills deposited 
in the Paper Currency Reserve in London. 

Other points of criticism not prominently brought out by the 
Hilton-Young Commission Report but already sufficiently familiar 
to currency controversialists may conveniently be brought together 
here. 

§2. Reserves and balances. — We have already seen how reserves 
and balances created for a particular purpose were indiscriminately 
utilized for all sorts of purposes. The utilization of the reserves 
and balances was never governed by a consistent policy, with the 
result that they were sometimes treated separately and at other times 
mixed up, thus causing a great deal of confusion. 

The position as regards the composition of the Gold Standard 
Reserve was unsatisfactory. It was mainly invested in long-term 

^ As* Mr Denning points diit in his Memorandum to the Commission, the 
provision for the automatic contraction of currency was particularly defective. 

* In so far as the sterling value of the Reverse Councils sold was obtained 
by realizing sterling securities in the Paper Currency Reserve, the currency 
was contracted, but Government could arrange, by borrowing from the Gold 
Standard Reserve, to meet sterling payments on account of Reverse Councils 
without affecting the amount of currency in circulation.* See Currency Com^ 
mission Report, vol. II, Appendix. 
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securities and a very small part of it was Jield in a liquid form. 
The Chamberlain Commission recommended that a lar^c proportion 
of it should be held in a liquid form^ and in easily realizable 
securities and that the silver branch of the Gold Standard Reserve 
should be abolished. The hifter sii^^estion was carried out 5 y the 
Government, but the other recommendations could not be given 
elTect to owing to the outbreak of the War. During the War 
almost the whole of the reserve was held in securities in London, 
and British AVar l^onds and Treasury Bills were purchased. The 
recommendation that the securities should be easily realizable was 
earned out by investment in short-term securities. 

The Smith Committee recommended that it was desirable to 
hold a considerable proportion of the reserve in gold. They also 
recommeiided that the securities should be short-term securities 
issued by the Government within the British Empire other than 
the Government of India. 

The position of the Gold Standard Reserve, before its amalga- 
mation with the Paper Currency Reserve and transfer to the 
Reserve Bank of India with effect from i April ic)J5>' was that it 
was largely held in London mainly in short-term paper of various 
kinds, as shown by the following figures. 

Details of the })ahiuce of the Cold Sfnitdard Reserve on 
March : '* 

In England — 

Estimated value on 31 March 1935 of the sterling 
securities of the nominal value of ;^36, 480,000 ... 37,845,529 

Gold ... ... ... ... ... ,2,152,33.4 

Cash at the Bank of England ... ... 2,137 


Total . . . 40,000,000 


Most of the Gold Standard Reserve and a part of the Paper 
Currency Reserve was placed in London. The Chamberlain 
Commission justified the location of the Gold Standard Reserve in 
London on the ground that London was the clearing house and 
the loan market of the world. Further, India’s principal customer 
was the United Kingdom, and London was the chief place where 
money was required both for the exf>enditure of the Secretary of 
State on India’s behalf and for the payment of India’s commercial 

’ See p. 319 above. 

* See §31 below and ch. x. 

* For further details of investments, see Report of the Controller of 
Currency (1935-6), Statement xvii. 
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obligations to England and the world in general. If the reserve 

were kept in India, it would have to be shipped to London, 

involving unnecessary delay and expenditure. Also there w'as no 
short-loan market in India, and the location ot the reserve there 
would be wastetul because it would he unable to earn any interest. 
Again, the practice of holding foreign bills followed by the Central 
Banks in certain European countries piovided an analogy to the 
Indian s}stem ol holding the reseive in London. 

riiese comp]i('ated arrangements regarding the location of the 
reserve* were possibly primarily intended for meeting situations of 
exchange weai«ness caused by an unfavourable balance of trade. 
In view^ of the fact, however, that an unfavourable balance of 

trade is an abnormal phenomenon in the case of India (occurring 

about once every ten years) it was not necessar\ to maintain such 
elaborate standing arrangements (o mc(‘t what is after all a rare 
contingency. 

Th(‘ Se( ri‘lary of State could have easily put himself in funds 
for meeting his expenditure without the reserve being kept in 
London hn* this purpose. And clearly lb(‘ main objcc't of the 
reserve was not the convenience of the vSecretary of State in this 
respect. 

As regards the absence of a short-loan market in India, it was 
not true that there was no scope for short-term investment in this 
eounlry, as the experience during the War and after has proved. 
In any case, interest could not be considered to be the decisive factor 
in determining the location of the reserve. 

Other* countries, even if they have an unfavourable trade balance 
as the normal feature of their international trade, do not usually 
maintain a reserve at foreign centres. There is no such reserve, 
for example, kept by any foreign country in India itself on the 
ground that year nfter year it has to make payments to India in 
settlement of trade obligations. 

With regard to the Paper Currency Reserve, it was an anomalous 
position that the reserve intended for securing the convertibility of 
the notes circulating in one country should, instead of being kept 
there, be to any extent located at another place 6,000 miles away, 
thus impairing the confidence in the note issue. One of the reasons 
given " for this practice was that London was the cheapest and 
best organized market for silver, for the purchase of which it was 
convenient to hold ample funds in hand. But if England, not being 
a producer of silver, is yet the best market for silver, there was 
no reason why an equally efficient market for the metal could not 
have been developed in India if the Government had consistently 
made their purchases in the country itself. Instead of making any 
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attempts in these directions, the Government may be said to have 
actually impeded the development by the imposition of an import 
duty on silver. Again, even supposing purchases were to be made 
in London, there was no particular harm in transferring funds 
from India when they were actually wanted instead of holding 
them there in advance. The inconvenience and additional expense 
would have been well worth while as tending to allay popular 
suspicion and discontent. It would also seem that in circumstances 
of urgency, arrangements could have been made for raising the 
necessary funds in England, for example, with the assistance of the 
' Bank of England, pending the transfer of money from India. 
Lastly, th(‘ secrecy in whi('h the dealings in connexion with the 
purchases of silver were shrouded naturally led to much adverse 
criticism. 

§3. Management of remittances. — As wc have already seen, 
the sale of Council Drafts by the Secretary of State was the 
machinery employed for drawing funds from India to London. The 
complaint in this ('onnexion w'as that unnecessarily large amounts 
were transferred from India to London by this method, especially 
since 1904. This was defended on the ground that it enabled the 
Secretary of State to strengthen his financial position. No expla- 
nation was, however, offered why such strengthening was needed. 
Similarly, it was said that it was desirable that the Secretary of 
State should avail himself of exceptionally profitable rates for the 
Council Bills whenever they could be obtained. Here again the 
assumption is tacitly made that the question whether the funds 
were required w^as of subordinate importance. It was often claimed 
that by drawing more money than was immediately required for 
his expenditure the Secretary of State made possible an avoidance 
or reduction of debt. But these excessive drawings encouraged the 
policy of surplus budgrls in India. Instead of the avoidance or 
reduction of debts, remission of taxation in India w^ould have been 
a more w^orthy object to pursue.^ Besides, it was noticed that 
even w'hen the Secretary of State’s cash balances were ample, large 
floating loans were raised in London. 

The superfluous money which accumulated in the hands of the 
Secretary of State in this manner was loaned out in London at 
very low rates of interest to • approved ' borrowers, of whom a 
list was maintained by the Secretary of State. Complaints were 
common that a good deal of favouritism was shown in the 
administration of these loans, and colour was lent to these 
complaints by the fact that the members on the Finance Committee 


’ See ch. ici, §§27-30. 
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of the Secretary of State's Council were often themselves directors 
and business men who were interested in selecting the recipients 
for these loans.^ 

Another practice that was objected to was that the Council Bills 
were often sold ^t rates below the specie import point even when 
there was no urgent necessity for funds in London. 

One of the principal justifications urged for the sale of Council 
Bills beyond the requirements of the Secretary of State was that 
it was a great help to the foreign trade of India. But the trade 
was fully capable of looking after itself and would have had^ no 
difficulty in fining alternative means of financing itself, as in fact 
it had done with sufficient ease whenever the sales of Council Bills 
happened to be curtailed. There was thus no overwhelming reason 
why the Government should have gone out of their way to assist 
trade. All that they need have done was lo make gold freely 
available for export whenever required. 

The Council Bill system had all the appearance of an elaborate 
device for diverting the flow of gold from India and saving London 
the inconvenience and cost of finding it for India, ‘ while acting 
as a receptacle for as much of India's gold as possible — not to 
hold but to use 

•in his memorandum to the Babington Smith Committee, Sir 
Stanley Reed pleaded forcefully for an abolition of the control over 
the Indian exchanges exercised by the Secretary of State. He 
urged that the Government of India, and to no less a degree the 
Secretary of State, were suspect in the eyes of a large section of 
the Indiap community. The Secretary of State, he pointed out, 
4 operated 6,000 miles from the great Indian financial centres. ‘ He 
was surrounded by, and naturally amenable to, interests not Indian 
in their ideas and aims. He acted in secret, and it was frequently 
impossible to obtain any information in India of the groundwork of 
measures which, however wise and expedient in themselves, were 
not understood and were liable to perversion in India. The political 
disadvantages of such complete powers being exercised in secret 
so far from the people vitally affected by them could not be easily 
exaggerated. ' 

The real objection to the Indian system was not that it was 
managed — ^for in most civilized countries management in some form 
or other is essential — but that it was ill managed, or at least such 
was the widespread opinion held about, it by the great majority 
of those Indians who gave any thought to these matters. In the 
words of Professor Nicholson, ‘ it is a bad thing for a country 


‘ See Indian Currency and Finance (* Times of India* Press, 1913)* P- 57 * 
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when the masses of the people beg’in to feel that something’ is 
wrong with the currency \ and, whatever the inherent excellences 
of the gold exchange standard, it certainly had made the people 
of India think that something was very wrong with their currency 
system. 

§4. Inflation of currency and rise of prices. — The Hilton-Young 
Commission, as \vc saw, pointed out that the Indian system was 
iinautomntie^ and was especially defective on the side of contrac- 
tibility of siipei nuoiis currency. One of ihr inevitable results of this 
wa^i an inflation of currency and an excessive upward movement of 
Indian pric'es.^ As Professor Nicholson pointed out, in his criticism 
of tile Report of the Chamberlain Commission, since the converti- 
bility of the rupee was partial and often suspended, it was un- 
avoidable that in course of time, if new additions continued to bt‘ 
made, the cumulative effect must come into operation, causing a 
general rise in prices. 

With the best intentions in the world, the Government were 
liable to grave errors of judgement in ascertaining the currency 
requirements of the countiy. * 1'he dimiand for rupees often appeared 
to be quite sound and necessgiry without its really being so, and 
misjudgements were particularly easy as the rupees once issued to 
the public went up-country and did not come back quickly. 

§5- A haphazard and expensive system. — The gold exchange 
standard in India had resulted from a series of administrative 
notifications not consistentiv informed by any deliberately adopted 
ideal. Many of the practices that had come into vogue as integral 
parts of the system had no legal validity. As Mr Dalai c remarked 
in his Minute of Dissent (pars. 59-60), the system as a whole was ' 
never clearly and (‘xplicitly defined, and this had a general unsettling 
effect. 

The gold exchange standard was oftem commended for its 
cheapness relatively to a gold standard proper. But if we allow 

* Ante, §1. * Sro ch. ix. 

* * Here in India, Government has been attempting too much ; it has taken 
upon itself the whole ta.sk of providing the necessary supply of currency, and 
adjusting it to varying needs of different occasion.s — a task not completely 
entrusted even to a banking institution in an^ other great country of the 
world — a task beyond its ability and one that expose.s it to undesirable pres- 
sure. ... In fact since the closing of the mints the Indian currency system 
has been managed at the whim of the latest official sent out from England. 
One man could come along and stuff the currency, the next would starve it. 
There has been no plan at all . . . but always some fresh experiment advised 
— a gold mint, prohibitive duties on silver bullion — ^anything or everything.* 
Morcton Frewen’s evidence before the Chamberlain Commission. See also 
H. L. Chablani, Studies in Indian Currency and Exchange, pp. 93-4. 
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llieir proper value to all its disadvanlag-es as detailed abovd, it 
would be excusable if we concluded that the cheapness of the 
system was very dearly bought indeed ! 

The system had also failed to destroy the hoarding habit and 
teach the people to appreciate the benefits of economical formi? of 
currency.^ 

§6. Internal versus external stability. — In order to be quite fair 
to the gold exchange standard, we must count its successes ns well as 
its failures. One of the cichieveiiients with which it has been credited 
has been that it gave the country a long period of exchange stainlit} . 
Of course it tM»oke down utterly during the War, but this happened ' 
to almost every other currency in the world. And on lh(‘ whole, the 
gold exchange standard succeeded in k(‘eping' the foreign exchanges 
more stable than under tlie silver standard. Wc must, however, 
hasten to add that not all its critics are inclined to admit even so 
much. They point out that even if the War period is excluded 
from considt'iation, the system could not be said to have stood the 
test proposed for il. 'I he only time that it w'as put to the proof 
before the War was during the crisis of 1907-8, and then il was 
kept standing only witli the help of# outside supports. The (lovern- 
ment had to give an undertaking to borrow, if necessary, to 
maintain the standard, and were eom{>c‘lled to increase taxation in 
order to lay down gold. It was therefore onl} a fair-weather 
system, which threatened to collapse at the least sign of a storm. 
However, even if wc admit that prolonged stability of ext'hanges 
was one of its positive achievements, wc must pul against this the 
internal •instability of prices with a general tendency towards a 
rise which it occasioned. Most economists agree that stability 
of internal prices is far more important than stability of the foreign 
exchanges. Besides, the gold exchange standard system was not 
the only possible way of obtaining stability of exchanges. Under 
a gold standard system also it is possible to have not only stable 
prices but also stable exchanges. But it w^as not adopted in spite 
of the incessant clamour for it. 

'I'hesc imperfections of the system had created much distrust, 
which had been further intensified by too much being left to 
executive action and by ^he absence of statutory regulation of the 
duties of the Government as the currency authority. A substantial 
measure of external stability had been attained in the past. But 
what* was lacking was the certainty and simplicity so necessary 
to ensure confidence in the currency system and to wean the 


Sec also §15. 
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uninstruct cd public from hoarding: and the disinclination to 
investment.^ 

§7. Proposals for reform. — ^The Commission examined certain 
alternative proposals for reform, viz. (i) an improved staling: 
exc^iange standard (ii) a gold exchange standard and (iii) a 
gold standard, with or without a gold currency. 

They rejected the sterling exchange standard as w’ell as the 
gold exchange standard on the ground that, however improved, 
they would both always remain at the mercy of the price of silver, 
any» rise in which above the melting point of the rupee would 
involve the disappearance of the coin. Besides, under: any exchange 
standard, the note would be internally convertible into silver rupees 
only and not into gold. The sterling exchange standard would 
be open to the further objection that, under it, any heavy deprecia- 
tion of sterling was likely to cause much dislocation in exchange 
and internal prices. 

Moreover, the system would lack the simplicity which was 
premised as essential to secure public confidence. The mechanism 
of the exchange standard was too refined and the right of conver- 
tibility was too abstract and one of no direct concern to the general 
public for the existing conditions in India. The backing for the 
token currency was too intangible and invisible. Further, the 
suspicion in the public mind regarding the possibility of manipula- 
tion of the mechanism of an exchange standard to the detriment of 
Indian interests would be a fatal obstacle to the smooth working 
of that system. Indian public opinion would only have confidence 
in gold as a solid enough backing for the country’s currency. It 

' Ililton-Younj^ Cowmission Report, par. 22. Sir James Bcgbie, dissenting 
from the majority of the Chamberlain Commission, had pointed out that the 
token rupee currency drove gold out of circulation and suggested that in order 
to induce the people to use their stored-up gold, an assurance that they would 
be paid back in gold was necessaiy — a \ \r\v which was repeated by Mr (now 
Sir) Dadiba Dalai in his Dissenting Minute (par. 61) to the Babington Smith 
Committee’s Report. 

® Such a standard could be established by (i) amalgamating the Gold 
Standard and the Paper Currency Reserves by statute as a single currency 
reserve under the control of one currency authority and by (ii) requiring the 
currency authority by statute to sell rupees for ^ sterling without limit at the 
upper gold point of a fixed parity and similarly by selling sterling for rupees 
at the lower gold point of the same fixed parity. 

* A gold exchange standard could be secured by providing that the cvrrency 
authority, instead of undertaking to buy and sell sterling (as under the sterling 
exchange standard) should undertake an obligation to buy and sell, at the 
upper and lower gold points respectively and to an unlimited extent, the 
currencies of any of the principal foreign countries with a gold standard. 
Hilton-Young Commission Report, par. 26. 
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required some link, not only real but conspicuously visible, between 
the currency of the country and gold. Thus the establishment of 
a true gold standard was indicated as the proper goal of Indian 
currency policy. 

• 

A Gold Standard for India 

§8. Finance Department’s scheme.^ — Under a scheme for a gold 
currency standard submitted to the Commission by Sir Basil Blackett 
and other officials of the l^inance Department of the Government of 
India, it was proposed that the silver rupee should cease to* be 
legal tender except for small amounts, say up to Rs. 50, after a 
period of ten years, during which time it would be convertible into 
gold currency. The ideal ultimately to be reached was the system 
then in force in Great Britain under which the note was the sole 
full legal tender in circulation, and the gold value of the pound 
sterling was stabilized by the statutory obligation imposed upon the 
Bank of England to buy and sell gold at rates corresponding roughly 
to the par of exchange. We shall have to wait a long time, however, 
before conditions in India are so far changed that a full legal tender 
metallic currency will no longer be ’necessary. In the meanwhile, 
the* attainment of such an ideal system would be expedited by 
expanding the circulation of notes by making them convertible into 
full-valued gold coins and not merely into over-valued silver rupees. 
In this way the hoarding habit of the people would be discouraged 
by assuring them that when they made investments, or deposits with 
banks, of a certain gold value they would get back the same in 
gold value. The proposed limitation of the legal tender quality of 
the rui>ee was intended to relieve the currency system from the 
consequences of any possible rise in the price of silver and to 
simplify the constitution of the reserves. 

The Commission rejected the scheme on various grounds, their 
principal objections to it being that the large demand for gold by 
India would unsettle the world’s currency and credit mechanism, 
and that the sale of the demonetized silver would have adverse 
reactions on the world’s silver market and the silver hoards in 
India.® 

§9. The gold bullion, standard. — The Commission argued that 
it was possible to have a true gold standard without putting gold 
into circulation. They proposed ‘ that the ordinaiy medium of 
circulation in India should remain, as at present, the currency note 
and the silver rupee, and that the stability of the currency in 

' See Milton^Y^ung Commission Report, vol. II, Appendixes 5 - 7 * 

* See Hilton-Young Commission Report, pars. 35-52. 
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tertns of ^old should be secured by making the currency directly 
convertible into gold for all purposes, but that gold should not 
circulat(‘ as money. It must not circulate at first and need not 
eirciilale ever \ (Par. 54.) 

^'I'lie chief reason, according to the Commission, against putting 
gold into circulation is that, the larger the amount of such gold 
in circulation, tlie smaller the gold reserves and the greater the 
inelasticity of th(‘ ('redit structure based on them. They endorsed 
the view of the ('hambetlain Commission, that j^old in circulation 
is qf doubtful value for the support of exchange. The Commission 
also iir^’cd that the gold bullion standard promised to set up almost 
immediately a full ^^old standard and dispensed with any period 
of transulon tonteinplal<*d in the oilier schemes. While providing 
for the gradual sirenglhening of the gold reserves at a rate which 
would not have any unsettling effects on world Conditions, the 
scheme was capable ol adjusting itself to any future decision in 
favour of a gold currency, which il was impossible to introduce 
all at once, but for which the door would be left open. The 
Commission’s own view was that it would be unwise to contemplate 
the introduction of a gold currency under an\ conditions, and they 
expressed the hope that India would, in course of time, come to 
look upon it as an obsolete and outw^orn ideal. The War had 
taught the huropean nations to dispense with the expensive luxury 
of a gold currency. The restoration of the gold standard in 
England in 1925 had been effected without the rcintroduction of 
gold into circulation, so that what was practically adopted was the 
gold bullion standard. In the Ihiited States also gold, wdiieh 
circulated in theory, did not circulate in practice. Indeed, according 
to .some high authorities, gold in circulation w^as coming to be 
regarded as a sign of a ba('kward civilization. I'^nder the Com- 
mission’s scheme the obligation to be imposed by .statute on the 
currency authority w as : to bu\ and sell gold w ithout limit at 
rates determined with reference to a fixed gold parity of the rupee 
but in quantities of not less than 400 line ounces, no limitation being 
imposed as to the purpose for which the gold was required, so as 
to ensure the stability of the gold value of the rupee and the 
stability of exchange within the gold points corresponding to the 
selected parity. Gold was thus to be n^ade the real standard of 
value. The rupee w^as to be linked to gold and not to sterling or 
any other currency or group of currencies. While the systein was 
an absolute gold standard and not an exchange standard as hitherto, 
because rupees and notes were to be convertible into gold bars for 
any purpose, the compensatory mechanism of the exchanges was 
preserved, as gold bars arc not currency. The currency would 
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be expanded when notes or rupees were issued by the currency 
authority in exchange for gold bars, and contracted when it gave 
gold bars for notes and rupees. 

The conversion of rupees into gold bars and not coin, the 
demonetization of the sovereign (proposed in order that the existing 
hoards of gold* coins might be prevented from entering into 
circulation) and the system of gold savings certificates (explained 
below in §11) would all tend to rob the hoards of th(‘ir power of 
disturbing internal prices and money rates. 

§.io. Buying and sellling rates lor gold. — Buying and selling 
rates for gold, fixed with reference only to the par value of* the 
rupee and witRout reference to the costs of importation or to an\ 
deviation in the value* of the ('urrcncy from its gold parity, would 
make the currency authority the cheapest market for gold. This 
would not only destroy the gold bullion market in India, but would 
also saddle the currency authority with the work of selling gold for 
non-monctary uses, which docs not properly belong to it. In order 
to free it from this obligation, the Commission recommended that the 
selling prices of gold should be fixed at such rates as would make 
possible the replenishment of the stock of gold without loss by 
importation from London.* • 

*The Commission proposed the removal of the legal tender quality 
of the sovereign so long as the amount of gold in the reserves was 
not big enough for the introduction of a gold currency, and so 
long as no definite decision in favour of a gold (*urrcncy was taken. 
Otherwise, the gold from the reserves might pass into circulation, 
preventing any contraction in the currency and counteracting the 
compensatory effect of the exchanges. 

§11. Saying.s certificates payable in gold. — ^.\s the obligation of 
the currency authority to buy and sell gold related to quantities 
of not less than 400 ounces of gold, it would be the bankers and 
bullion brokers who would make direct use of the provision and 
not the people at large, 'fherefore, to secure popular confidence 

' The par value of the rupee as proposed by the Commission was is. 6d. 
(8*47 grains of fine gold) or Rs. 13*37 for ;£ri. The par value of a tola of 
gold at this rate was Rs. 21-3-10. The Commission proposed many as three 
different selling rates for gold, based on London as the gold centre for India : 
(i) Whgn the T.T. rate on tLondon was at or above the upper gold point 
(is. 6 13/64^.), the selling rate for delivery in Bombay was to be the same as 
the buying rate, viz. Rs. 21-3-10 per tola of fine gold. 

Whfen the T.T. rate on London was below the upper gold point, the 
selling rate (ii) for delivery in London was to be Rs. 21-7-9 (allowing for 
cost of transport to London) ; (iii) while for delivery in Bombay it was to 
be Rs. 21-1 1-9 (allowing for twice the cost of transport). See Hilton-Young 
Commission Report, p. 95. 
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in .the currency system, the Commission recommended that the 
Government should offer for sale savings certificates (in denomina- 
tions of one tola and an integral number of tolas) redeemable in 
three or five years in legal tender money or gold at the option of 
the holder, and giving him an attractive yield in interest. • This 
w6uld of course involve the strengthening of the gold in the currency 
reserves. These certificates would stimulate investment, call forth 
hoards and supply a direct and visible proof that gold was the 
standard of value, and that the rupee and gold were mutually 
convertible one into the other. 

*§i2. Convertibility of notes. — The Commission recommended 
that the existing anomaly in the Indian currency system due to the 
obliga^^ion of the Government to convert one form of note, namely 
the note printed on paper, into another form, namely the rupee, 
which is merely a note printed on silver, must be removed, to rid 
the system of the threat involved in a rise in the price of silver. Of 
course, the promise of converting the existing notes into rupees 
must be kept. But no obligation for conversion into silver rupees 
should attach to the new notes. It was, however, essential that 
facilities for the free exchange of notes for rupees should be 
provided, so long as the people desired to obtain metallic rupees, 
in order to inspire public confidence and ensure the popularity of»thc 
note issue. 

The Commission proposed the re-issue of the one-rupee note 
with full legal tender power and, like the other notes of the new 
status, not legally convertible into silver rupees. This would help 
in popularizing the use of notes and offering a way out, in case 
the price of silver should ever again rise above the rupee-melting 
point. 

In view of the withdrawal of the existing legal right of 
convertibility of notes into rupees, it was necessary to impose a 
statutory obligation on the currency authority to convert all notes, 
excepting the one-rupce note, on demand into legal tender money, 
that is, into notes of smaller denominations or silver rupees at the 
option of the currency authority, though all reasonable demands of 
the public for metallic currency should be met in practice. 

§13. Uniffcation and composition of the reserves. — ^The Com- 
mission recommended that the paper currency and gold standard 
reserves should be combined into one currency reserve so as to 
ensure the efficiency of its working and make it simpler and more 
intelligible to the public. 

As regards the new reserve, the Commission recommended 
that : (i) The composition and proportion of the reserve should be 
laid down by statute so as to ensure automatic expansion and 
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contraction of currency and the compensatory effect of the exchaoge. 
(ii) The proportional reserve system should be adopted, and 
gold and gold securities should form not less than 40 per cent of the 
reserve. The currency authority should strive to work up to a 
reserve ratio of 50 to 60 per cent. The gold holding should be 
raised to 20 per cent of the reserve as soon as possible, and* 25 
per cent within ten years. During this period no favourable 
opportunity of fortifying the gold holding should be allowed to 
escape unutilized. Of the gold holding at least one-half should be 
held in India, (iii) The silver holding in the reserve should be 
very substantially reduced during a transitional period of ten years, 
(iv) The balance of the reserve should be held in self-liquidating 
trade bills and Government of India securities. The ‘ created 
securities* should be replaced by marketable securities within ten 
years, (v) Rs. 50 crores might be regarded as the approximate 
liabilily in respect of the contractibility of the rupee circulation. An 
amount equal to one-fifth of the face value of any increase or 
decrease in the number of silver rupees in issue should be added 
to or subtracted from this liability, and the balance of profit or 
loss should accrue to or be borne by the Government revenues. 

The Commission urged that the fortification of the gold reserves 
in* the manner described above would involve the minimum risk 
and expense and was necessary (i) to enable the currency 
authority to discharge its obligation to sell gold in exchange for 
currency and in view of the new status of the notes which were 
convertible into gold; (ii) to enable the Government to encash the 
gold certificates in case they proved to be popular; and (iii) to 
facilitate* the introduction of a gold currency if it was decided to 
have it. 

In the opinion of the Commission, silver reserves were out of 
place in a gold standard system, but the peculiar position of the 
rupee, due to the fact that it forms a large proportion of the 
total circulation, and the considerable seasonal ebb-and-flow in this 
form of currency, made it necessary to hold a part of the reserve 
in silver. The one-rupee note would reduce the quantity of rupees 
required, and therefore the silver holding in the reserve should be 
lessened in the period of transition, from Rs. 85 ^crores (on 30 
April 1926), to Rs. 25 cipres. 

The Commission recommended that the rupee securities of the 
Government of India held in the reserves should be limited to an 
amount equal to so much of the circulation as was unlikely to be 
withdrawn, plus such further amount as could be easily realized 
without disturbing the Government's credit, because such securities 
are less desirable as assets than trade bills, which, unlike the former. 
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possess the (/uality of automatically expanding* and contracting' 
currency in accordance with the needs of the country, independently 
of the will and judgement of the currenc\ authority. Moreover, a 
larger holding of (lovernment securities would make their realiza- 
tion, in case of need, diHicult. 1 'he new arrangements for the Issue 
of j>apcr currency and the position of the Currency Reserve since 
the establishment of the Reserve Bank of India (April, 1935) 
reviewed in chapter x. 

Gold Brr.Liox versus (jOld Currencv St\ndari> 

g^4. Critique of the gold bullion standard. — In the words of 
Sir Stanley Reed, ‘ the responsibility remitted to the (Hilton-Young) 
Commis«'on was not the mere stabilization of the rupee, but the 
establishnn'iit of the standard which would command reasoned 
confidence in India, to link the rupee to that standard, and to 
provide for its satisfactory control, automatic working and stability; 
to bring the control of currency and credit undcT a single authority 
and to free the Indian curreiK'y and exchange system from the 
dominance of the silver market. In short, it was to establish the 
riik* of h\\\ in place of the practice of administrative discretion 
The Commission claimed for the gold bullion standard which they 
advocated that it made gold the sole standard of value and ensured 
the absolute ('onvertibility of the internal currency into gold for 
all purposes, though it so arranged matters that, while gold was 
to be always available in i‘xchange for currency in India, gold 
would remain in th(‘ central reserves for use in supporting the 
exchange value of the currency, but would not go into circulation.* 
The latter objei't was to be fulfilled by the demonetization of the 
sovereign and the sale by the currency authority of gold in the 
form of bars. Its purchase from the same authority by the public 
for non-currency purposes was to be guarded against by offering 
gold in quantities of not less than 400 ounces (or 1,065 tolas) at 
a time and at a rate inclusive of the cost of importing gold from 
London to Bombay. 

The convertibility of legal tender currency into gold bars may 
be gorod enough for banks and bankers, but for the masses it is 
quite inadequate and unintelligible. Also the minimum limit of 
400 ounces is excessive and imp^edes the convertibility into gold 
so much as to make it unreal. The demonetization of the sovereign 
and half-sovereign was widely criticized as a definitely retrograde 
step, since even under the exchange standard before the War, a 

‘ See Indian Year Book (1927), p. 302. 

* Sir Basil Blackett's speech at Delhi, 23 November 1926. 
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considerable number of sovereigns, estimated at 000,000, were 
in the hands of the public. Even in England, under the new 
currency arrangements of 1925, the sovereign was not demonetised. 

§15. Case for a gold currency standard in India. — ^The Commis- 
sion’s scheme of the gold bullion standard was obviously influenced 
by the analogy of the English system. The restoration of the gold 
standard in the form of a bullion standard in England in 1925, 
it is said, marks a considerable advance in the world’s currency 
evolution towards the ideal system of an international exchange 
standard as recommended by the Geneva Conference in 1922, under 
which the internal currency would consist of inconvertible paper, and 
gold would be a*^ailable only for liquidating foreign debts. But what 
suits an advanced nation like England may not suit a backward 
country like India. The English people are far better educated and 
have a far greater confidence in the currency authority than the 
people in India. Also, in England, under the old system of a gold 
currency standard, there has been a great development of banking 
and investment habits among the people. In India, on the 
contrary, thanks to the vagaries of the gold exchange standard 
and of its official management, public confidence has been impaired 
and the hoarding -habit has been ’encouraged. The people are 
inclined to look askance at * refined and logical currency systems’ 
and prefer the cruder but well-tried variety of gold standard. 
Moreover, the persistent refusal on the part of the authorities to 
satisfy the demand for a gold currency has added to the strength 
of the desire for it. Most people in India are incapable of going 
through the intellectual gymnastics required for grasping the con- 
ception of’a gold rupee as equivalent to 8*475 1 grains of gold. The 
Commission’s proposal in regard to the certificates payable in gold 
bullion^ is not likely to be entirely satisfactory for the purpose of 
demonstrating to the people the solidity of the gold basis. 

The gold currency standard is by no means the last word in 
currency wisdom. It is obviously very expensive, and although it 
is preferable from the point of view of stability of prices to a 
gold exchange standard as we have known it in India, it does 
not provide complete immunity from undesirable pri<^ fluctuations. 
As the late Dr Cannan observed, ‘ to tie the pur^asing power 
of money to that of a single metal, though that metal is a very 
fine one, which would be put to an immense number of uses if it 
were less scarce than it is, has been rightly described as an expedient 
fit onl^ for a barbarous age Many novel schemes promising a 

* Ante, (fi. 

> See Economic Joumot, June ^924, p. t6t. 
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mpre perfect stability have been propounded since the time of 
Ricardo, and progress no doubt requires constant though cautious 
experimentation to test their practical utility, instead of merely 
allowing them to slumber ‘ in the dormitory of the understanding *. 
But it is generally believed that, before any such experiments can 
bi tried with a reasonable chance of success, it ‘is first necessary 
for all the countries to put themselves on a firm gold basis. ‘ When 
the golden thread runs between all the nations of the world it will 
be easier for them to introduce higher forms of currency regulation. 
The exact type of a gold standard to be adopted by any given 
country will of course depend on its special conditions. In India 
conditions in 1926 pointed to a gold standard*' with its usual 
concomitant of a gold currency. Under those conditions in India 
a gold currency could not be regarded as an unnecessary luxury or 
a mere matter of traditional etiquette associated wdth the gold 
standard. This is why almost all Indian witnesses, and some 
European witnesses of unquestioned competence, like Dr Cannan 
and Dr Gregory, “ strongly urged on the Hilton- Young Commission 
the need for the adoption of a gold currency standard. Sir Basil 
Blackett himself expressed the view (in his Delhi speech) that, 
before India could think of atny ideal system she would probably 
have to pass first through the stage of having gold coin availjvble, 
into which all other forms of currency would be convertible at will. 
The simplicity and intelligibility, which the Commission admit as 
being indispensable requisites of any currency system that could 
be regarded as satisfactory for India, cannot be said to be the 
distinguishing features of the gold bullion standard as recommended 
by them. 

§16. Other objections to the Commission’s proposals. — The 

buying and selling rates of gold proposed by the Commission have 
also been subjected to unfavourable comment. The regulation *of 
the rates in such a manner that the currency authority will buy 
gold when it is cheapest and sell it when it is dearest in the 
market will have the effect of making the buying and selling 
transactions rare in India. This applies especially to the sale of 
gold by the currency authority. The public will buy only when the 
purchase is n^essary for export purposes. Further, the offer to sell 
gold at a more favourable rate in London^ than in Bombay, proposed 
by the Commission when exchange is below the upper gold point, 
would encourage, or perhaps is intended to encourage, the delivery 
of gold in London. This has been objected to as perpetuating one 


^ D. M. Mason, Monetary Policy, p. ipS. 

* See Hilton-Young Commission Report, Appendixes 80 and 8x. 
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of the evils of the gold exchange standard.^ In this connexion 
ue may refer to the Commission’s recommendation that ‘ of the 
(Reserve) bank’s holding of gold coin or bullion, at least one-half 
shall be held in the bank’s custody in India, while Ihe remaining 
half may be held outside India in the custody of its branches or 
agencies or deposited in other banks earmaiked for the bangle’s 
account. Gold in any mint or transit belonging to the bank shall 
be counted as part of its reserves’ (par. 145). The large holding 
ot gold securities recommended by the Commission means that 

our reserve to that extent will be invested abroad. In view of the 

. • 

suspicion and distrust which the practice of holding reserves in 
London has engendered, special care was necessary not to propose 
any arrangements which would involve the location of Indian money 
in London. Apart from the question of public confidence in 
currency matters, the transition from the gold bullion to the gold 
currenc> standard which the Commission are anxious not to impede, 
if the people should desire it, v ill be rendered difficult if large 
gold assets are held abroad in the form of securities. 

Although we hold that %idia would have done well to ha\c 
adopted the gold c'urrency standard in 1926-7 we must admit that 
in view of the widespread breakdown of the gold standard since 
September 1031, the absence of the requisite conditions for the 
successful operation of this type of standard and its uncertain 
future, the thought of taking any immediate steps in the direction 
of a gold currency standard or even the gold bullion standard 
must for the moment be abandoned. Even if Ave succeed in 
evolving in the near future a moderately satisfactory gold bullion 
standard when world conditions are favourable for a return to the 
gold standard, we shall have reason to congratulate ourselves. 

The Commission did a valuable service to India by recom- 
mending that the gold exchange standard, which had been the 
cause of so much discontent, should be definitely scrapped, and 
that the official control over currency and exchange should disappear 
utterly and for ever. But the unsatisfactory gold bullion standard, 
which they proposed as an effective remedy for all the evils of 
the gold exchange standard, has not excited any. enthusiasm in 
the minds of the Indian people. A genuine type of gold bullion 
standard suited to Indiana conditions would have been more accep- 
table failing the full-fledged gold currency standard at the time the 
Commission’s recommendations were made (1926). The question 
of the monetary standard in operation in India today (1933) and 
the future standard of India are dealt with later in the chapter. 

* See P. B. Jumiarkar, An Examination of the Currency Commission's 
Report, p. 55. 
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Stabilization of the Rupee 

§17. Need for stabilization. — ^The restoration of the gold 
standard in England and the recovery of sterling in terms of gold 
(April 1925), the return in the Dominions and other countries^ to a 
g(3jd basis and the comparative stability attained by world prices 
seemed to the Commission to warrant the belief that the time was 
fully ripe for the stabilization of the rupee. In order to obviate 
all uncertainty regarding the future of the exchange as well as to 
put a stop to all discretionary variations ,in the rate of exchange, 
immediate stabilization was essential. It Avas also desired by an 
• influential section of the public as early as September 1923^ (when 
the rupee was very near is, ^d. gold) for the sake of putting an 
end to the artificial situation created by the retention on the statute 
book of the fictitious 2s. gold ratio. 

§18. The ratio of stabilization. — ^The Commission* recommended 
that the rupee should be stabilized in relation to gold at a rate 
corresponding to an exchange rate of 15. 6 d. for the rupee, thus 
giving it the value of 8’47 grains of gold. They thought that at 
that rate prices in India had already attained a substantial measure 
of adjustment with those in the^ world at large, and that any change 
in it would mean a difficult period of adjustment and widespread 
economic disturbance. They argued as follows: ^ 

(i) During 18 months, from December 1922 to June 1924, 
while the rupee was worth about 15. 3d. gold, the rupee price level 
ranged round a mean of about 176. 

(ii) In the succeeding year, while the rupee was rising to 
15 . 6d. gold, the rupee price level fell below 160. (The rupee 
had risen to about 15. 6d. gold by January, and was held within 
15 . 6d. gold points after the end of May 1925. From July 1924 to 
June 1925 the rupee price level fell from 179 to 157.) 

(iii) Since June 1925, while the rupee had remained at about 
15. 6d, gold, the rupee price level had ranged round a mean of 
about 158, and had begun to show a tendency to fall in sympathy 
with world prices. 

The level of world gold prices had been approximately the 
same at the Ijfjginning of period (i), and at the end of period (ii), 
showing that during the period of change there was a mutual 
adjustment of prices and exchange, ' and that a substantial 
equilibrium had been attained about the middle of 1925 and 
maintained since. 

The main contention of those who doubted the adjustment of 
prices to the is. 6d, ratio was that it was not till June^ 1925 that 


‘ Ante , p. 338. 
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the rupee had attained i^. 6 d, gold* Since then the rtfpee 
prices' had been practically stable in relation to the world prices. 
Therefore adjustment had still to take place. The Commission 
retorted that although the rupee did not definitely reach 15. 6d. gold 
till June 1925, it, had, between July 1924 and January 1925, already 
traversed more than eighty per cent of its upward journey from 
js. 3d. to 15 . 6d. gold; and that before June 1925 there had 
already taken place a heavy fall in rupee prices in relation to world 
prices, which was the complement of the steep rise in exchange. 

The steadiness of the exchange during the twelve months ^pre- 
ceding also shpwed that the difference between external and internal 
prices had been adjusted. 

The so-called manipulation by the Government in order to keep 
the exchange at the level of is. 6d. merely amounted to a normal 
addition of currency during the busy season and equally normal 
contractiom at the end of it. 

That there was no disequilibrium between internal and external 
prices was also indicated by the fact that neither exports nor 
imports were adversely affected. 

§19. Wages. — ^The Commission argued that when exchange 
and prices have been steady over a considerable period, there is 
justification for assuming that wages are in adjustment unless 
there are clear indications to the contrary. The statistics of foreign 
trade appeared to strengthen the assumption. The depression in 
agriculture, pre-eminently India's greatest industry, was in no way 
due to lack of adjustment between agricultural wages and the 
exchange. With regard to the Government services, the increase 
in the value of the rupee to 15. 6 d. had enabled the Government to 
refuse increases of pay which it might otherwise have been difficult 
to resist. As to the manufacturing industries, in the jute mill 
industry in Bengal, the wages were in line with existing price 
levels and cost of living. The steel industry was suffering not so 
much from high wages as from the stress of foreign competition, 
stimulated in some cases, as for example in the case of imports 
from Belgium, by depreciating exchanges. In the cotton mill 
industry, wages were apparently .still too high, whereas the 
index figure of wages of mill-hands was 231 (as compared with 
100 in 1914)1 the index* numbers of wholesale prices, retail food 
prices, and cost of living were only 150, 150, and 153 respectively. 
This indicated that either the pre-War rate of wages was too low 
or that the existing rate was excessive. However that might be, 

It was highly undesirable to produce a concealed reduction in wages 
by adopting the lower ratio, and in any case it was highly improbable 
that the desired equilibrium could be secured in this manner. 
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^20. Effect on contracts. — ^The Commission admitted that many 
of the current land revenue settlements had been made when 
exchange was at t,?. 4^., but in view of the greafe rise in prices 
since 1914, the rcjil incidence of land revenue, measured in t|jrms 
of commodities, had been very materially lightened, and, therefore, 
the i^. 6d. rate could not be regarded as constituting any great 
hardship. With regard to other long-term contracts, the Indian' 
exchange had been more or less unstable during the previous eight 
or nine years, when it was never at or near is. 4^. for any length 
of ttfne so as to admit of adjustment on the basis of the old rate, 

» and contracts and arrangements concluded prior to 0918, and still 
in existence, did not bulk as largely in the economic life of the 
country as those concluded during the subsequent eight and a half 
years, during which period the exchange had been in a slate of 
flux. In any case, after the prolonged disturbances which had 
taken place, it was impossible to do absolute justice to the long- 
term creditor and debtor by fixing on any particular rate of 
exchange. 

§21. Arguments for Is. 4d, considered. — As regards the con- 
tention that the is. ^d. rate is t/ie ‘ natural ’ rate for the rupee, the 
Commission argued that the only rate which could be properly 
regarded as natural was the figure at which prices were in adjust- 
ment with the existing volume of currency and in equilibrium with 
external prices. And from this point of view is. 6d. appeared to 
them to be clearly the * natural ’ rate in the existing circumstances. 
If, on the other hand, by natural rate was meant that rate which 
uould establish itself in the absence of statutory enactment or 
executive action to anchor the rupee at a particular point, on this 
supposition there would be such extensive fluctuations in the rate 
of exchange in a country like India with its wide seasonal 
fluctuations of trade, that it would be impossible to distinguish 
any particular rate as * natural 

The argument that the is. 6d. rate had come into being through 
Government manipulation was in any case irrelevant. When prices 
and other conditions w^re in adjustment with those in the world 
at large on th<^*basis of an existent exchange rate, the question of 
the means by which that rate had come into existence had no 
bearing on the extent or violence of the economic disturbances to 
be expected from an alteration in the rate. 

Even if the view that prices and wages had been substaittially 
adjusted to the 15. 6d. rate were challenged, it could not b^ seriously 
contended that they were in any way adjusted to the rate of 
IS. ^d. because that rate had never been effective sufficiently long 
during the preceding eight years or so. In so far as adjustment 
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had taken place at all, it must have been to the higher rate •of 
IS. 6d, The reversion to is. 4^. in these circumstances was bound 
to produce a general rise of prices to the extent of 12 J per cent, 
a change which would press severely on consumers in general and 
especially on the, poorer paid members of the literate classes. It 
would also result in an arbitrary reduction of the real wages of 
labour for which there was no justification in equity or in expedi- 
ency. The finances of the Government, Central as well as 
Provincial, would be seriously upset by a reversion to i^. 4^., which 
would further postpone indefinitely the long and loudly called-for 
abolition of provincial contributions. 

§22. Minute of dissent. — Sir Purshotamdas Thakurdas in his 
Minute of Dissent pointed out how* the Government had made up 
their mind to raise the exchange to 15 . 6d. and had surprised 
the Commission with a fait accompli so as to prejudice both their 
inquiry and finding. He shows how the Government threw away 
the opportunity in September and October 1924 of stabilizing the 
rupee at the pre-War rate of 15. 4^. and used the fictitious ratio 
of 2S. gold on the statute book as a potent weapon for rigging 
up the exchange — a procedure w^hich involved serious contraction 
of currency. 

His main conclusions were as follows: 

(i) No adjustment in wages had taken place and none was 
likely without a struggle, (ii) Until adjustment was complete, the 
IS. 6d. ratio presented the foreign manufacturer with an effective, 
though indirect, bounty of 12 J per cent, which would place a heavy 
strain on Jndian industries, (iii) A change in the ratio would mean 
an additional burden of 12J per cent on the large bulk of the 
debtor class who were mainly agriculturists. The debt being an old 
one of long standing, it was natural to assume that it was mostly 
contracted on a is. ^d. basis, (iv) The adverse effect on public 
finances of a reversion to is. j\d. had been exaggerated. As against 
the increased rupee expenditure in regard to sterling liabilities in 
England, there would be an increased customs revenue of Rs. 2 '62 
crores under is. 4^., increased receipts from income-tax owing 
to industries being spared the disturbance inseparably from is. fid., 
and the avoidance of bounties, etc. to industries as cover against 
foreign competition. Moreover, whatever the advantage to the 
Govenment, it is paid for by the producer who has to accept so 
much«less in rupees for his produce, (v) The adverse effects of 
IS. 4d. on a small section (about 21 per cent) of the population 
consisting of the poorly paid members of the literate classes must 
be allowed less weight than the suffering which the higher ratio 
would entail in the case of the remaining 79 per' cent of the total 
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population. As to labour, the existing rate of wages was suffi- 
ciently high to cover a possible rise in prices caused by the adoption 
of IS, 4d. In any case there was the compensating advantage of 
a continuity of employment due to the fact that the lowei;^ ratio 
would ensure greater prosperity to industry and agriculture, while 
the higher ratio was sure to injure both, (vi) The pre-War ratio 
of IS, ^d. was disturbed as a result of the War in common with 
the ratios of other countries of the world. But other countries 
had invariably striven to restore their pre-War ratios. Even if 
it jyere ganted that the disturbance involved in either case was 
equal, the decision should still be in favour of is, 

§23. The ratio controversy examined. — ^The Majority Report and 
the Dissenting Minute together provided a complete armoury from 
which combatants on either side drew their weapons in the fierce 
controversy which raged round the question of the rAtio. However 
plausible the arguments may look at first sight, on a closer scrutiny 
it is possible to detect several flaws in the reasoning employed by 
the advocates as well as the opponents of the new ratio. 

(i) Criticism of the Majority's arguments , — The Majority begin 
by pointing out that the index numbers, on which they base their 
arguments regarding the price adjustments to the is, 6d, ratio, are 
by no means an infallible guide. ^ But by the time they finish tlieir 
calculations based on these admittedly imperfect index numbers, 
they somehow succeed in attaining an absolute conviction that 
substantial adjustment had undoubtedly taken place, and they work 
themselves up to an almost apostolic fervour in favour of is. 6d., 
forgetful of their own warning about the unreliability of « the index 
numbers. (Sir Pursholamdas also lays himself open to a similar 
criticism when, from the same statistical material as employed by 
the Majority, he obtains a precisely opposite conclusion and shows 
an equally unwarranted and unquestioning faith in the accuracy of 
his results.) 

No statistical evidence is adduced by the Majority to show that 
agricultural wages were in adjustment. It is only as regards the 
jute industry that they are able to make a positive assertion that 
the wages wc^e in correspondence with current prices and cost of 
living. But in the case of the important cotton industry they are 
compelled to admit a serious maladjusthient between wages and 
prices. Not content with trying to show that the bulk of the contracts 
were short-term and therefore not affected by the new ratios they 
go out of their way in attempting to prove that even in the case 
of the long-term contracts the is. 6d, rate did not constitute a 


^ See Hilton-Young Commission Report, pars. 17S-9. 
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hardship, because, for example, in the case of the land revenue 
settlements, the real incidence of land revenue had been materially 
lightened owing to the very great rise in prices since 1914. They 
argue against the concealed reduction of the wages of the mill- 
hands by manipulation of exchange, and, for the sake of consistency, 
they should have regarded the concealed increase in the land revenue 
assessment as one of the valid points against the is, 6d, ratio. 

From the fact that, beginning from the year 1917, for about 
eight and a half years, *the rate was at or about is, ^d, only for a 
short period, they argue that the great bulk of the contractual 
obligations oniginated when conditions were based on the u. 6d. 
rate, or at all events after exchange had broken away from 
15, 4d. 

But although conditions were in a state of flux during the eight 
or nine years referred to by the Commission, it is not unlikely 
that a considerable number of contracts were entered into on the 
basis of 15 . 4^. For it cannot be denied that this had come to be 
widely regarded as the permanent or natural ratio, having been in 
uninterrupted operation for the long pre-War period, between 1898 
and 1914, and there was a general expectation that when the 
upheaval caused by the War had spent its force and conditions 
assumed their normal complexion, the pre-War ratio would again 
be restored. In par. 198 of the Report, the Majority may be said 
to admit the existence of such general expectation, since they refer 
the falling tendency of the exchange in April 1926 to public 
speculation on the possibility of a lower rate than 15. 6d, being 
recommended by the Commission. 

The Majority, while rightly admitting that the influence of the 
ratio on Government finances must not be regarded as a decisive 
factor, were nevertheless not able to resist the temptation of 
exploiting the argument for all it was worth and more. It is not 
contended that the effect on public finances should in no circum- 
stances be considered. We have in fact already admitted, in 
supporting Government action in demonetizing silver in 1893, that 
\ the embarrassments and uncertainties besetting Government finance 
constituted a pow'erful argument for the closure ^ the mints to 
silver. But there was nothing to show in 1925 that the financial 
difficulties of the Government would have been so absolutely over- 
whelming under the ratio of 15. 4^. as to necessitate drastic action 
of some kind. It has been suggested that when the Government 
adopted the 25. gold ratio in 1920, they were primarily moved 
to do so by the financial reason. The impending constitutional 
changes and the separation of Imperial from provincial finance 
which they involved meant that the Government of India coruld 
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no longer levy contributions on the Provinces as freely as they 
had been wont to do. The high exchange therefore appeared to 
them a godsend enabling them to balance their budget without 
courting popular discontent by raising taxation.^ We have already 
dw^t on the disastrous consequences of the action taken by the 
Government on the Babington Smith Committee’s Report. 

The Majority objected to a reversion to js. 4^. on the ground 
that it would entail undeserved suffering for the poorer paid literate 
classes. Considering that these classes had suffered more than any 
others by the recent rise in prices and that much of the burden 
•arising from the extension of the new policy of protection which 
had been recently initiated was sure to fall on them, it may be argued 
that there was prima facie a good case for any step tending to 
promote the interest of the middle and the lower middle classes. 
But the general rise of prices to the extent of 12J per cent, feared 
by the Majority as certain to result from the reduction of the ratio 
to 15 . 4^., assumed what really had not been proved, namely, 
that prices had already completely adjusted themselves to i5. 6d. 
Further, even taking complete adjustment for granted, there were 
reasons for hoping that the fijl rise of 12J per cent would not 
have actually manifested itself because it would have been counter- 
acted to some extent by the unmistakable tendency of the world 
prices to fall. 

The strongest point made by the Majority was that the higher 
rate had enjoyed an unbroken existence for over a year and that 
therefore presumably a good deal of adjustment had already taken 
place. Even here, however, it may well be objected that the period 
of ‘ over a year * was not long enough for substantial adjustment, 
and that the presumption was against, rather than in favour of, 
such adjustment having taken place.® 

(ii) Critical examination of the case for is. 4d. — It can equally 
well be shown that the champions of is. ^d, did not always use 
arguments which were entirely unexceptionable. For example, they 
laid much stress on the excessive deflation of currency indulged in 
by the Government in order to maintain the ratio at is. 6d, But 
if the deflation/was as great as it was made out to be, it must 
have substantially brought down the general level of prices. To 

I 

* Sec Ambedkar, op. cit., pp. 207-8. 

‘ In his Minute of Dissent (par. 80) Sir Purshotamdas Thakurdas has referred 
to the view of Mr J. M. Keynes that, in a country like the United Kiifgdom, 
about two years is the necessary period for readjustment to a ten per cent 
variation in exchange and that, if this is the case in a country fhe bulk of 
whose trade is external, the period required must be undoubtedly longer in a 
country like India whose internal trade is much greater in volume than her 
foreign trade. 
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admit a considerable fall of prices, however, was to admit a more 
or less complete adjustment to the higher ratio. 

The opponents of the higher ratio dwelt on the increase in 
the burden of rural indebtedness caused by it, but they did not 
take into account certain compensating advantages accruing to iJbe 
agriculturist from cheaper implements and, in general, a decreased 
cost of production. They also failed to take cognizance of the 
fact that a good deal of the agricultural debt is incurred in kind 
and not in money, and that part of it also consists of short-period 
obligations. ^ * 

By far the .ctrongest argument in favour of the old ratio was 
that stabilization at 15. 6d. appeared like wanton tampering with 
the standard of value. Even if w’^e choose the most favourable 
ground for the advocates of is. 6d. and assume that economic 
disturbance would have been greater under i?. 4 ^., the evils 
proceeding from this disturbance would have been more readily 
acquiesced in by the people. As it was, the departure from the 
old ratio vastly increased the number of currency malcontents and 
presented critics of the Government with a fresh grievance, so that 
the* new ratio has taken Its rank along with the drain theory as 
an all-sufficient explanation for every conceivable evil. 

The economic historian of the future will certainly not record 
the period that has passed since the new ratio w^as made effective 
as among the most prosperous in the annals of this country, and 
the fact that the country has been passing through very difficult 
times has added to the vehemence with which the Government’s 
exchange policy is being attacked. It may be argued that industry 
and commerce would have been in an even worse plight, if the 
country had gone back to the old ratio. This, however, takes for 
granted that more than 50 per cent of the transition to the i 5 . 6 d. 
ratio had been accomplished, which is precisely what requires to 
be proved. We have already suggested above that the evidence 
adduced in support of the Commission’s view that the major part 
of the adjustment was already over, when they began their delibera- 
tions, is far from convincing. We have gone further and argued 
that even if the reversion to i5. ^d, had meant sightly greater 
disturbance — and this is the utmost that need be conceded by anyone 
impartially weighing all the evidence produced — it would have been 
worth while risking it for the sake of the old standard. It should, 
however, be quite clear that the longer the period during which 
the new rate* is maintained, the stronger the presumption that 

* See Coyajee, Indians Currency, Exchange and Banking Problems^ p. 10. 

* The new rate (ir. Sd.) was placed upon the statute hook by the Indian 
Currency Act of March, 1927. See §26 below. 
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conditions have settled down to it in a preponderant degree and 
the weaker the case for restoring the old ratio. The fact that 
the new ratio has now been in operation for over eleven years must 
undoubtedly be regarded as investing it, rather than the old jratio, 
with the sanctity of a well-established standard.^ c 

§24. Subsequent developments of the ratio controversy (April 
1927 to September 1931). — In the year 1920, the machinery of 
world finance, commerce and industry was subjected to severe shock 
and disturbance, largely owing to the speculative boom in the 
UnHfed States and the measures taken by the American Federal 
Reserve Bank authorities to check its course. These authorities 
used their enormous power in order to restrict credit so as to make 
it difficult and expensive to borrow for purposes of speculation. 
The high rates of money which thus came to prevail attracted 
funds into that country from all over the world. Currency 
authorities in many other countries had to raise their bank rates in 
order to prevent an excessive outflow of money and to protect their 
exchanges. The attempt of the American authorities to deflate 
gradually so as to prevent sudden dislocation to trade and prices 
was unsuccessful. Crash followed crash on the New York Stock 
Exchange. Owing to the shock to commercial activity prices fell 
rapidly, and this tendency was aggravated by the heavy withdrawal 
of gold by France, Germany and some other European countries 
into their currency reserves. India was inevitably involved in the 
world-wide depression which was greatly aggravated by these 
happenings in the United States. The principal industries of India, 
namely jute, cotton and steel, were all in a bad way owmg to the 
heavy fall in prices. The prices of agricultural produce and raw 
materials suffered most of all and the principal Indian exports of 
cotton, jute, coffee and groundnuts were badly hit. 

Owing to the crisis which blew over from America, prices of 
securities collapsed throughout the world, and Indian securities 
shared the common fate. The natural nervousness of the investors 
in these circumstances showed itself in reluctance to invest and 
the phenomenon of the flight of capital from the rupee. This 
tendency was /further emphasized by the strong political agitation 
in India and the resolutions of the Lahore Congress in December 
1929 suggesting the possible repudiation by a national Government 
of debt obligations not incurred in the interests of India. 

In these circumstances the Government found themselvei com- 
pelled to take special financial measures to maintain the exchange at 
IS. 6d.y such as currency contraction, the issue of Treasury Bills 


* See, however, §§27, 30 and 32 below. 
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to Exchange Banks and other purchasers so as to control credi{ in 
the initerest of the firmness of exchange, raising the bank rate of 
the Imperial Bank of India, etc. 

The opponents of the is. 6d. ratio argued that since so much 
management and manipulation was found necessary to maintain it 
till as late as 1931, with perhaps the exception of 1928, long after 
the new ratio was put upon the statute book (in March 1927), 
conditions had not become adjusted to it and it was still desirable 
to go back to the old ratio of is. ^d. Another circumstance 
interpreted as showing* the unsuitability of the ratio was the 
difficulty experienced by the Government in securing the neces' 5 iary 
sterling funds **for remittance to London in the years 1929-30 and 
1930-1. The requirements of the Secretary of State had, there- 
fore, to be met by other means, such as transference from the 
Paper Currency Reserve to the Treasury balances of the Secretary 
of State in London against contraction of rupees in India, and 
heavy sterling borrowings in London. Between November 1930 
and March 1931 the situation became even worse. Not only were 
the Government unable to purchase sterling, but they had actually to 
sell sterling to the extent of millions to meet the demand 

that had arisen. Later again they liad to sell Reverse Councils of 
the value o-f ;^i4 million between June and 19 September 1931 in 
support of the rupee. 

As against the suggestion that the remittance difficulties of the 
Government indicated the failure of the is. 6d. ratio it was pointed 
out that to expect the exchange to remain wholly unaffected under 
the extremely abnormal and unsettling conditions since 1929 was 
to expect too much. Apart from the repercussions of the New York 
crisis and the big drop in commodity prices, which continued in 
an aggravated form until September 1931, there were other factors 
which contributed to exchange weakness, such as the uncertainty 
of the political situation in India causing among other things a 
flight of capital from India, speculation in exchange based on the 
possibility of a reversion to is. 4^., etc.^ 

With regard to the policy of currency contraction and raising 
the Bank Rate followed by the Government from fime to time in 
recent years, the Government of India argued that^they had done 
for their currency what Central Banks had been doing everywhere 
else. Only in India the position was often misunderstood because 
the Government were the currency authority. 

It is impossible to single out the new ratio as a factor of prime 
importance in explanation of the slump during the world depression. 


* Repdft of CimtfoUer ef Currency, 1929-30^ and i930‘i. 
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Allowing for a certain necessary time-lag we should expect that 
any economic dislocation that may have been due to the ratio would 
have shown itself at its wewst in the years nearest to the time when 
it was established and that it ought to be less andf less serious as 
we travel further and further away from this point. 

« A radical change in circumstances may of course at any moment 
call for an alteration in the ratio, however thoroughly well adjusted 
it may have been at one time. And certain circumstances have 
arisen since England left the Gold Standard in September 1931 in 
view of which it is possible to contend Vhat a reconsideration of 
the^attcr has again become necessary.^ From a strictly economic 
point of view, however, the question can no long‘er be regarded 
as thal of a choice between i^. 6d. and i^. ^d, A possible 
abandonment of the present ratio need not necessarily mean 
a reversion to the old ratio of i.^. 4^/. We should be .quite prepared 
to find that if a thorough and unbiassed review of the position 
indicates the necessity of changing the present ratio (namely is. 6d. 
sterling), it might also indicate some ratio other than 15. ^d. as the 
most suitable in the altered circumstances. 

§25. The Government accept the Hilton-Young Commission 
Report. — On 16 January 1927, ‘the Government published three Bills 
embodying the Commission's recommendations. These were (i) a 
Bill to establish a gold standard cuiiency for British India and 
constitute a Reserve Bank of India, (ii) a Bill to amend the Imperial 
Bank Act, 1920, and (iii) a Bill further to amend the Coinage Act 
of 1906 and the Paper Currency Act of 1923 for certain purposes, 
and to lay upon the Government certain obligations in regard to the 
purchase of gold and the sale of gold (later altered to sterling) 
exchange. The first two Bills will be referred to in our chapter 
on Hanking. Here we are concerned with the third Bill which 
w.is moved in the Assembly by Sir Basil Blackett on 7 March 1927. 
The Finance Member explained the principle of the Currency Bill, 
which was that the time had arrived to stabilize the rupee and 
thal the Bill proposed for the first time in Indian financial history 
to impose a statutory liability on the Currency Authority to maintain 
the rupi‘e at the ratio -thus fixed. Before the War there had been 
no statutory provision for preventing the rupee from falling below 
a fixed ratio of gold, so that the link between the rupee and gold 
was imperfect.* Sir Basil Bladkett pointed out that the Bill was 
no more than a transitional measure intended to be operative only 
during the period between its passing and the time when the Gold 
Standard and Reserve Bank Act should come into operation. The 


^ See §§27 and 52 below. 
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Bill was bitterly opposed at every stage, but finally passed by a 
narrow majority, with one or two minor amendments, after a great 
and memorable fight. The Council of State passed it without any 
amendment. The Indian Currency Bill thus became law and came 
into operation from i April 1927. 

§26. The Currency Act of March, 1927.— The new Act esta- 
blished the ratio of 6d. by enacting that the Government would 
purchase gold in unlimited quantities at the Bombay Mint at the 
price of Rs. 2 1-3- 10 per tola^ of fine gold in the form of bars 
containing not less thaif 40 tolas (15 oz.). Holders of legal tender 
currency (silver rupees and paper notes) were entitled to obtain 
on application* to the Controller of the Currency, Calcutta, or the 
Deputy Controller of the Currency, Bombay, either gold at the 
Bombay Mint or, at the option of the Government, sterling for 
immediate delivery in London, provided they demanded and paid 
for an amount of gold or sterling of not less value than 1,065 
tolas (400 oz.) of fine gold at the rate of Rs. 21-3-10 per tola 

of fine gold.* Sterling was to be sold at the same price after 

allowing for the normal cost ,of transport from Bombay to London. 
A rate of is, 5 J j \\as notified as the Government selling rate 
for sterling to meet these obligations.* On i April 1927, when 
tl|c Indian Cunency Act of 1927 came into force, conditions attach- 
ing to the acceptance of gold at the Bombay mint were published. 

By the same Act sovereigns ^^nd half-sovereigns ceased to be 
legal tender in India, ^ but an obligation was placed on the Govern- 
ment to receive these coins at all currency offices and treasuries at 
their bullion value reckoned at Rs. 21-3-10 per tola of fine gold, 
that is, Rs. 13-5-4 weight sovereign. In spite of the fact 

I hat these coins ceased to be legal tender there was an appreciable 
import of sovereigns into India. The Currency Act of 1927 
established what may be called a Gold Bullion cum Sterling Exchange 
Standard in India. Since the Government had the option of giving 
sterling and not gold, strictly speaking the standard thus established 
was a Sterling Exchange Standard although in practice it worked 
as a Gold Exchange Standard until 20 September 1931, sterling till 
then being at par with gold. (See §27 below.) ‘ If the Government 
chose to exercise the other option open to them ofVff^ring gold in 
exchange for rupees, India would have had, in point of fact, if 
not id law, a gold standard. Thds the standard of 1927, though 

j 

^ The parity of the exchange was thus 9*47 grains of fine gold per rupee. 

*irSee Dr L. C. Jain : Monetary Problems of India, p. 34. 

• Report of the Controller of Currency, 1926-7, p. 3. 

^ It may be pointed out here that the British Gold Standard Act of 1925 
did not demonetize gold coins, although the right of free coinage was withdrawn. 
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a sterling exchange standard, was capable of becoming a gold 
standard, and certainly indicated that the gold standard was the 
ideal of the Government.*^ The sterling exchange standard of 1927 
was, of course, superior to the earlier exchange s^ndard since it 
established a statutory gold parity for the rupee and impo^d a 
statutory obligation on the Government to buy gold and sell 
gold or sterling at fixed rates. In other respects, however, it 
still had all those deficiencies which we have already pointed out 
(see §§i-6). 

§27. Divorce between sterling and gdld and its reactions in 
Indin-.— T he monetary standard established by the Act of 1927 did 
^not have a fair chance of being converted into a"' genuine gold 
(bullion) standard owing to the dramatic developments which the 
world currency and exchange situation underwent in consequence 
of the breakdown of the gold standard in Great Britain and 
several other countries of the world. Great Britain left the 
gold standard with cifect from 21 September 1931. This led to 
certain important and inevitable reactions on the Indian currency 
and exchange system. As we have already seen, the Currency 
Act of 1927 laid upon the currency authority, i.e. the Govern- 
ment, the obligation to buy geld, and sell gold or sterling at its 
option. The Government thus bought gold and sold sterling at the 
lower gold point until 19 September 1931. On the 20th came the 
announcement of Britain having gone off the gold standard. On 
the 2ist the Governor-General promulgated an Ordinance suspending 
the operation of tlie obligation to sell gold or sterling, which was 
widely interpreted in India as implying that the Government were 
no longer prepared to hold the rupee on to any particular ratio. 
On the same day, however, the Secretary of State announced 
his decision to maintain the rupee at is, 6d, sterling. On 24 
September the Governor-General promulgated yet another Ordi- 
nance, called the Gold and Sterling Sales Regulation Ordinance, 
repealing the previous one and thus technically restoring the pro- 
visions of the Currency Act of 1927 but seeking in practice to 
exercise an effective control over the sale of sterling, and thus intro- 
ducing a controlled sterling exchange standard. Under the terms 
of the new Ordinance, sterling was to be sold not to all and sundry 
but only to recognized banks, which were expected to realize their 
responsibilities In the matter. It was to be sold at the rate pre- 
viously in force, i.e. is. 5 d. per rupee, for financing normal 

trade requirements and contracts completed before 21 Septebiber, 
and for reasonable personal and domestic purposes. It was not to 


^ Jain, op. dt, p. 35. 
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be sold for financing imports of bullion or speculative exchange 
transactions. These precautions were taken in order to avoid 
undue strain on* the Government’s gold and sterling resources and 
to prevent ihe flight of capital from India. This ronirol was to 
be exercised through the agency of the Imperial Bank. 'I'he rupe^, 
being linked to sterling, inevitably shared in the depreciation and 
fluctuations of the latter in relation to gold and to currencies still 
based on gold, such as the dollar and the franc. The rise in the 
value of gold in terms of* sterling as reflected in the sterling-dollar 
cross-rate meant a corresponding lise in its value in terms of rupfes. 
The price of gold in the bullion market, which was Rs. 21-13-3 
per tola towards the end of August 1931, rose to as much as 
Rs. 29-2-0 in December 1931.^ The stimulus of high prices and 
parth also the prevailing economic dist»'ess in rural aieas induced 
people to sell their gold. About Rs. 50 crores w'orth of gold was 
thus exported from India betw^een the end of September 1931 and 
the end of Febiuarv 1932. This enormous expoit of commen'ial 
gold had a favourable reaction on India’s balance of trade. The 
supply of sterling created against the gold expotls came to be in 
excfss of the demand for it, and tepdeted restrictions on the sale 
of sterling by the Government supetfluous. This enabled the 
Government to repeal the Gold and ^Sterling Sales Regulation 
Ordinance op 31 January 1932. Thus technically the Currency Act 
of 1927 w^as fully restored, but that did not make any difference 
in practice. The Secretary of State’s declaration that the rupee 
should be maintained at is, 6 d. sterling actually remained in force, 
and India’s standard continued to be the sterling exchange standard. 
The present situation and the future monetary standard of India 
arc dealt with below.* 

This phase of the Government’s currency and exchange p>olicy 
has given rise to acute controversy. Apart from the resentment 
caused in the country by the fact that the Secretary of State had 
made a vital announcement of a new' currency policy without 
consulting the Indian legislature, the criticism levelled against the 
Government falls under two heads: (i) the linking of the rupee to 
sterling at i5. 6 d, and (ii) the uncontrolled export pf gold from 
India. 

§28.* The linking of Ithe rupee to sterling at* Is. 6d. — The 

follow^ing are the main arguments advanced in support of the policy 

^ In subsequent years the price of gold rose still higher, being Rs. 36-13-3 
per tola on 7 March 1935 — the highest recorded price since the abandonment 
of the gold standard by Great Britain. Annual Market Review (Premchand 
Roychand & Sons), 1935, p. 80. 

• See §§30-1 and 33. 
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adopted by the Governnment. (i) The choice for the Government 
was between achieving comparative stability by linking the rupee 
with sterling and risking complete instability by allowing the rupee 
to drift, without any attempt to regulate its exchange value. ^ The 
foimer of these alternatives was clearly to be preferred, (ii) 
Though the Hilton-Young Commission had voted against linking 
the rupee to sterling, this advice, though sound enough in normal 
times, could not be followed in an emergency situation such as 
this w^as. India had annually millioi?. sterling obligations and 
a sterling loan of ^^15 millions was maturing early in 1932. The 
» difficulties in raising the necessary funds for these purposes would 
have been almost insuperable unless the rupee was linked to 
sterling. Without a stable sterling rupee the Indian Budget would 
become a gamble in exchange, (iii) So long as India remained 
a debtor country the risk of leaving the rupee alone and thus 
taking a sudden leap into the unknown was much greater than 
in the case of creditor countries like England, (iv) India’s trade 
with England and other countries on a sterling basis represented 
no inconsiderable proportion of her total international trade. It 
was, therefore, advisable, if possible, to secure a stable basis' at 
least for this trade, (v) There would be a welcome, although 
temporary, stimulus to the export trade of India with the gbld 
standard countries owing to the depreciation of the rupe^ in relation 
to gold, (vi) It did not lie in the mouth of those critics of the 
Government who were anxious to stabilize the rupee at a lower 
value than is, 6d, to complain when the rupee at the current 
cross-rate was worth considerably less than is. 4^. gold.. 

The main arguments on the other side were as follows: (i) By . 
linking the rupee to sterling India was being made to share in 
the fluctuations of sterling, which reflect economic conditions in 
England and not in India. By leaving the rupee alone, on the 
other hand, there would also be instability no doubt but this would 
reflect conditions in India itself. India was thus deprived of the 
freedom to adopt a rate of exchange suitable to her own require* 
ments in respect of fojreign trade and the internal price level, (ii) 
Against the advantage to exports to gold standard countries like 
the U.S.A., we must put the disadvantage to imports from such 
countries, as qlso the fact that the linkirfg of the rupee to sterling 
constituted a form of Imperial Preference granted to England, (iii) 
There was the danger that the Government’s attempt to st^abilize 
the rupee even at the lower gold value of is. 6d. might involve 
the dissipation of the remaining gold reserves of the countiy. (Thla 
danger was not however serious owing to the arrangements made 
by the Government to conserve them, such as the restrictions on 
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the sale of sterling to the public.) (iv) It was also argued, for 
example, by Mr (now Sir) R. K. Shanmukham Chetty in the 
Assembly, that« one of the logical implications of the policy of 
linking the rupee to sterling was to bring the rupee automatically 
back to gold when conditions were propitious for the linking ^of 
sterling to gold, irrespective of the economic conditions in India. 
(It may be pointed out, however, that the preamble to the Reserve 
Bank of India Act of 1934 makes it clear that the sterling exchange 
standard is a provisional one pending the restoration of normal 
monetary conditions in the world, when the Reserve Bank i^ to 
put forward proposals for a permanent monetary standard for 
India.) (v) Finally it is argued that though the rupee has depreci- 
ated in terms of gold it has continued to be overvalued in sterling 
at IS, 6d., while the yen and other currencies have been devaluated 
in sterling. India is thus placed at a disadvantage. 

§29. The export of gold from India. — The Government have 
been criticized for allowing the free export of gold, which has 
reached enormous dimensions. The total amount of gold exported 
from India since Great Britain went off the gold standard in 
September 1931 was nearly Rs. 318 crores till 30 July 1938. This 
has been widely interpreted to mean the wastage of India’s gold 
resources, the wreckage of the indigenous banking system, and a 
drain on the accumulated savings of generations. It has been 
pointed out that the adventitious aid of gold exports has concealed 
the overvaluation of the rupee at is, 6d, It is alleged that the 
uncontrolled export of gold makes it impossible for the country 
ever to rpach the goal of the gold standard. It is feared that it 
will not be easy for India to buy back the gold she is now exporting 
on an unprecedented scale. It is further pointed out that almost 
every other country in the world is sitting tight on its gold and 
is trying to add to its stock of gold whenever possible. Finally, 
it is contended that the gold that is exported is ‘ distress gold 
and that the people are living on their capital — a process which 
cannot continue indefinitely. There has been a good deal of agita- 
tion in the country in favour of either complete prohibition of 
the gold exports or the levy of an export duty. It Has been further 
proposed that the Government (or the Reserve Bank oV India) should 
themselves purchase this gfold at a price regulated by^ the dollar- and 
franc-sterling cross-rates and thus strengthen their gold reserves.^ 

IiV suf^rj: of the Government’s policy,* however, it is argued 

* cf. Sir M. Visvesvaraya, Planned Economy for India, p. 184. 

* Sir James Grigg during the course of his Budget Speech (1935) 
. expressed the Government’s point of view as follows : * I cannot share the 

views which attribute ^to gdd exports some abstruse monetary stgoiSeaiioe 
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that the gold that is being sold is not currency gold but commercial 
gold, a commodity serving as a store of value. It is being sold 
because the owners are realizing a profit on it.^ It is also being 
sold hei'ause many people are finding themselves compelled to^ turn 
thfir assets into ready rash for meeting their obligations. The fact 
that distress prevails is deplorable. But obviously the interest of 
the distressed person lies in unrestricted freedom being alloruTd to 
him in disposing of his gold in tlu* dearest market. It should 
further be borne in mind that gold in the, hands of private persons 
cani#ot be obtained by the (iovernment for an\ purpose unless the 
• price ollVred is sulTicienlly attractive to the (nvners. It is further 
argued that the gold that is being exported is only a fraction of 
the total store of gold in India, which had been estimated at 
million.- \s the price of gold falls, as it must eventually, the 

metal will be bought bat'k again since there is no reason to suppose 
that the well-known hunger for gold of people in this country will 
disappt‘ar suddenly. In the meantime it is oiling the wheels of 

trade and helping productive enterprises. It has had a favourable 

effect on the balance of trade' and has converted inert metal into live 
currciK'y. It has prodiu'ed a welcome effect also on the Govern- 
ment’s finaiK'ial position so far as th(* stc'rling remittances to the 
Secretary of State and the strength(Miing of the sterling reserves 
arc concerned. Further it has seemed to ke(‘p the rupee-sterling 
exchange stable at i.v. 6d. and has greatly improved the position 
of India’s credit in the city of London and the world. The exports 
of gold have brought aboiil an increase in the note circulation, 

holdings of postal cash certificates, postal savings deposits and 
bank deposits, have generally created cheap money conditions in the 
money market and have assisted business reeovery in the country. 

The Government’s offer to buy gold would mean that they would 
he spec'ulating in gold, as the buying rate would have to be fixed 

nor ilo I find in tlirm an indication that India is bring driven by di<;trc.<?s to 
part with her last reserves Indeed, I can see no suflicient reason for placing 
them in a different category from exports' of any other commodity of which 
India has a surplus, and^ I, therefore, find no cause for regret or alarm in 
the fact that ln4ia is still aide to obtain so handsome a profit from the 
reserves of gold which had been accumulated in previous years .* — Central Budget 
for par. 23. 

* The present . (August iq3S) market price of gold in India is about Rs. 36 
per tola. 

* It has been suggested that to a debtor country like India with an ^annual 
bill abroad variously estimated at between Rs. 50 crorcs and Rs. 70 crores, 
a major portion of the gold imports in the past appear to be ft luxury and 
represent a liability looking at them as an item in the balance of payments. 
Thus viewed, the existing outflow of gold could be regarded as a deferred 
squaring of accounts. The Times of India^ 7 January iq36. 
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uith reference to the iluctuating^ dollar-sterling and franc-sterling 
cross-rates. It can, indeed, be justly complained that the Govern- 
ment have failed to make the special elTort that was expected of them 
to fortify their gold reserves in pursuance of the recommendations 
of the Hilton-Young Commission. This is, however, scarcely an 
opportune time for the Government to purchase gold. It would Tbe 
best to wait for prices to come down and to be moie stable. As 
regards the suggestion for a dut\ on gold export, as Sir James 
Grigg pointed out (193b] in the Assembly, the burden would fall 
on the ultimate seller of gold, who was the agriculturist. ^The 
Government shpuld not try to restrict tlie free sale of gold unless 
there are very strong reasons to fear that the policy of non-inter- 
vention will come in the w'ay of equipping the R(‘serve Hank of India 
with adt'quatc gold reserves having regard to the country *s present 
and future requirements. At the same time an intensive effort 
should be made to revive our export tiade and to improve the 
favourable balance of tradeA 

§30. The present monetary standard in India. — We have 
already pointed out how the rupee was linked to sterling in 
September 1931 and how the Indian monetary system lame to be once 
again worked as a sterling exchange standard, all hough technically 
thef Currency Act of March 1927 still remained on the statute book. 
The whole question of a suitable monetary standard and ratio once 
again became the sloim-centrc of an acute controversy in connexion 
with the nature of the ex<'hange obligations to be imposed upon 
the proposed Reserv(‘ Hank of India. I'lie London Committee 
on the l^escrve Bank Legislation stated in its Report (August 
1933): ‘The questions which arise in connexion with the exchange 
obligations to be imposed on the Bank present special difficulty 
in existing circumstances. In the present stale of monetary dis- 
organization throughout the w^orld, it is impossible to incorporate 
in the (Reserve Bank) Bill provi.sions which w'ould be necessarily 
suitable when monetary systems generally have been rc-cast and 
stabilized. In these circumstances we consider that the only sound 
course for India is to remain on the sterling standard. On this 
basis the exchange obligations incorporated in the Bill must neces- 
sarily be in accord with the rupee-sterling ratio cxistii^g at the time 
when the Bill is introduced. This statement does not, however, 
imply any expression of opinion on the part of the Committee on 
the merits or demerits of the present ratio. The ratio provisions 
in the Bill are designed to make it clear that there will not be 

* For a v#»ry illuminating discussion of the two sides of the gold export 
controversy in India see articles by Professor B. R. Shenoy and Professor 
B. P. Adarkar in the Indian Journal of Kconotnics, July 1935, and January 1936* 
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anj’ change in the de facto situation by the mere coming into 
operation of the Reserve Bank Act. . . . We are all agreed that 
it should, in any case, be made clear in the preamble (to the Act) 
that the whole question of the monetary standard best suited to 
India will have to be reviewed when the international situation has 
clarified itself and become sufficiently stable to make it possible 
to frame more permanent provisions’ (par. 19). As the Committee 
themselves admitted, a considerable majority of Indian delegates 
felt it their duty to record their view that ,a suitable exchange ratio 
wa% one of the essential factors for the successful working of the 
Reserve Bank. They pointed out that considerable changes had 
occurred in the currency bases and policies of almost all the countries 
of the world in the last few vears. In their view it was for the 
Government of India and the Legislature to examine these and 
all other relevant considerations with a view to ensuring that the 
minimum possible strain was placed on the currency system of 
India. Sir Purshotamdas Thakurdas in a separate note put 
forward a strong plea for the review of the ratio before the 
Inauguration of the Reserve Bank and held up the example of 
Australia, New Zealand and the United States, who had devaluated 
their currencies with a view to raising prices and improving their 
balances of trade. He referred to the strong and strengthening 
opinion in India that a lowering of the existing ratio of is. 6d. 
would give much relief to the cultivator. There was a similar 
cleavage of opinion among the members of the Joint Select Com- 
mittee to whom the Reserve Bank Bill was referred in September 
1933. The majority approved of the London Committee’s recom- 
mendation of continuing the status quo and leaving the question 
of permanent measures to the future. When the Reserve Bank 
Bill, as reported upon by the Select Committee, came before the 
Assembly in November 1933, several amendments relating to the 
ratio clauses were tabled by members. Those seeking to leave the 
rupee to itself were not moved. Mr Raju’s amendment prescribing 
a ratio of i5. 4^. failed, as did another amendment that the ratio 
to be maintained by the Bank should be given to it by the 
Governor-General subject to the vote of the Central Legislature. 
While the Bitl was on the anvil of the Legislature a country-wide 
agitation against the is. 6d. ratio was' carried on by the< Indian 
Currency League. 

§31. The exchange obligations of the Reserve Bank of India 
as the new currency authority. — ^The ratio clauses (40 and 41) as 
finally embodied in the Act (1934) gave effect to the recommendations 
of the Majority of the London Committee on Reserve Bank Legisla* 
tion. The Reserve Bank is required to maintain the existing ratio 
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(i5. 6d. sterling) between fixed upper and lower points as though 
the rupee was on a gold basis. By clause 40, the Bank is required 
to sell sterling^ to any person who makes a demand in that behalf 
at its office in Bombay, Calcutta, Delhi, Madras or Rangoon and 
pays the purchase price in legal tender currency, for immediate 
delivery in London, at a rate not below is. 5 49/64^. for a rup^. 
This provision is intended to prevent the rupee from falling below 
IS. 5 49/64^., which corresponds to the lower point of the rupee 
(i.e. IS. 6d. minus the cost of laying dov\n in London this amount 
of sterling). On the otfier hand, clause 41 makes it necessary for 
the Bank to buy sterling from any person who makes a deftiand 
in that behalf* at its office in Bombay, Calcutta, Delhi, Madras or * 
Rangoon, for immediate delivery in London, at a rate not higher 
than IS. 6 3/i6d. for a rupee, which corresponds to the upper point 
of the rupee {v\?. is. 6d. plus the cost of Importing this amount 
of sterling from London to Bombay). It has also been laid down 
that no person shall be entitled to demand to buy or sell an amount 
of sterling less than ten thousand pounds. 

The Reserve Bank Act thus legalized the existing ratio and 
provisionally established in India a sterling exchange standard of 
an improved type, in so far as thdre is a definite statutory parity 
prescribed for the rupee and an obligation under law imposed 
upon the Reserve Bank to maintain the rupee at this parity. So 
also the two separate Currency Reserves have been abolished and 
the Reserve Bank of India has been appointed as the new currency 
authority to issue notes, hold the Currency Reserve and work the 
currency system, thus replacing the Government who had so far 
taken upon themselves monetary duties.^ Nevertheless even this 
improved sterling exchange standard is open to some of the 
criticisms pointed out earlier in the chapter (§§i-6). The preamble 
to the Reserve Bank Act incorporates, how’ever, the suggestion of 
the London Committee that the question of the monetary standard 
best suited to India should be considered when the international 
monetary situation had become sufficiently clear to make it possible 
to frame permanent measures. Clause 55 of the Act requires the 
Bank to report its views (in the contingency conljpmplated above) 
to the Governor-General-in-Council regarding a suitable permanent 
basis. for the Indian monetary system and to frame measures for 
the future monetary standard of India. * 

Pros and cons of devaluation.^ — It is superfluous to add 
that this arrangement has failed to give satisfaction to the currency 

' See eh. x. 

* * For a detailed and critical treatment of controversy regarding devaluation 

«ee B. N. Adarkar, Devaluation of the B\ipee (1937). 
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critics of the Government and the advocates of devaluation among 
the ranks of the Indian business community. (See also §30.) For 
example, Mr Manu Subedar, President of the Indian Merchants 
Chamber and Bureau, Bombay, in welcoming Sir James Grigg, the 
Finance Member in Auj^usl 1935, suggested a review of thfe ratio 
with a view to raising prices and giving relief lO the cultivator. 
The Finance Member in liis characteristic candid way replied that 
he would be no party to any ‘ monkeying * with the present ratio. 
While welcoming a healthy rise in the prices of primary products 
in India, he pointed out that the effect oT a lowering of the ratio 
AvoiiJd be to leave agric'ultural prices where they were — or even 
to lower them — and to raise the prices of manufactured articles. 
Owdng to the (‘xisling disparity between agricultural and other 
prici's such a result would lead to a further worsening of the 
position of the cultixator. Apart from this, a lowering of the ratio 
would in the opinion of the Finance Member make the budgetary 
pii>blcms of India, already sufllciently difficult, quite Insoluble. 
('Fhe Budget surpluses of the last few years do not quite support 
this contention.) Moreover, cheap and plentiful money, which 
already exists and which is the normal and recognized means^ of 
raising prices, has in India t<‘ndcd to creaU* unhealthy speculative 
conditions, and this seems to indicate* that for an agricultural country 
cheap money is not in itself sullicicnt to raise prices. In the view 
of the Finance Member tlu^re was nci‘dcd in addition a general 
agreement among the nations of the w'orld to stabilize their 
currencies and to reduce the restraints upon international trade. 
The controversy regarding devaluation of the rupee flared up early 
in October 1936, owing to the reactions in India caused by the 
devaluation of the franc and the other currcnci(’s of the Gold bloc 
countries towards the end of September 193O. Advocates of de- 
valuation raised the issue on the floor of th(* Legislative Assembly 
by moving a motion of adjournment on 8 October 1936, w^hich 
w^as defeated by the casting vote of the Pcsident.^ 

In flavour of devaluation it was argued that a realignment of 
Indian currency was essential in view of the devaluation of the 
franc and other currencies, that the rupee was overvalued even at 
IS. 6(1. sterling, and that devaluation would not only raise prices 
of primary ]>roduce in India but also help her to revive her export 
trade and favourable trade balance, thus obviating the exports of 
gold. Devaluation of the rupee, it was pointed out, would give 

' This motion movrd by Mr A. Ayyangar related to the failure of the 
Government of India to revise the Indian currency and exchange policy in 
view of the devaluation of their currencies by France, Italy and other European 
ountries. Legislative Assembly Debates (8 October 1936). 
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relief to the farmer debtor, would stimulate the industrial devtlop- 
ment of the country and generally assist business recovery. 

On the other hand, Sir James Grigg and other opponents of 
devaluation argued that devaluation of her currency by India at 
that juncture would constitute a breach of the Tripartite monetary 
agreement (1936) signed by the U.K., the U.S.A., and France, and 
would adversely aiTect the prosp>ects of world stabilization of 
currencies. India’s action in devaluing the rupee would provoke 
retaliation elsewhere and revive the currency war. There was no 
need for devaluing the rupee further since it had already, been 
devalued by about 40 per cent in relation to gold by being link<*d, 
to sterling, enabling India to share in the economic recovery of 
the sterling area. The rupee could not be said to be overvalued 
since it did not show any of the symptoms of an overvalued 
currency, viz. budget deficits, high mcMiey rates, loss of gold 
from currency reserve, falling trade balaiK'cs and deflation of 
currency. Devaluation of Kuropean currencies did not much affect 
India and in any case sh(‘ w'as armed under the Indian Tariff Act 
(1894) to protect her industries against dumping caused by deprccia- 
tinn of lorcign currencies. As regards the much-desired revival of 
our export trade, devaluation was likely to worsen the present 
situation by provoking r(‘taliation. The i*eal trouble lay in aggressive 
economic nationalism abroad and restrictions on trade, and therefore 
the proper solution w^as to promote international goodwill, peace 
and stabilization of ('urrencios. Lastly, it w^as pointed out that it 
would be unwise for India to indulge in devaluation and thereby 
upset the delicate fabric of the Otto Niemeyer (Financial) Award 
on the eve of Provincial autonomy under the new constitution. 

In recent months (April-August 1938) there has been a good 
deal of agitation in India for an alteration in the rupee ratio. 
The weakening of the exchange value of the rupee, as indicated 
by the reduction in the sterling purchase rate of the Reserve Bank 
of India following a decline in the visible trade balance, has 
served as an added plea for the revival of the devaluation movement. 
The Working Committee of the Indian National Congress has 
taken up the question and the several Provincial Corf]gress Ministries 
are said to be preparing a case for a revision of the rupee ratio 

to be submitted in due •course to the Central Government. The 

• • 

latter are opposed to any altetation in the present statutory ratio, 
and ^n a commnniqud issued on 6 June 1938 declared that they 
were satisfied that the maintenance of the present value of the 
rupee was required in the interests of India and that the gold 
and sterling assets available for this purpose \yith the Reserve 
Bank (and the Government of India) ’were more than ample. 
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Nevertheless the movement for devaluation is gathering force and 
seven non-official members of the Central Legislative Assembly 
succeeded in securing a ballot for the discussion gn 2 September 
1938 of their resolutions demanding the appointment of a Committee 
to^ report on the whole question of the rupee ratio and to determine 
a permanent basis for the Indian monetary system. 

§33. Future monetary standard of India. — The question of 
the future monetary standard of India is attended by a twofold 
uncertainty. In the first place, no one can say definitely when the 
international monetary situation will be sufficiently clarified to justify 
, action on the part of the Reserve Bank of India being taken on 
the lines indicated in the Reserve Bank Act. 

In the second place, there is today no consensus of opinion 
among the nations of the world as to the future monetary standard 
and no early possibility of an agreed measure of stabilization of 
world currencies.^ While expert monetary opinion as expressed at 
the World Monetary and Economic Conference held in London in 
June 1933 appears to favour the restoration of the gold standard, 
it is widely realized that the present is not an opportune moment 
to do so. The hope of early world stabilization of currencies raii.ed 
by the Tripartite Monetary Agreement of October 1936, has not 
so far been realized; and no one can safely predict when the 
requisite conditions for the successful operation of an International 
gold standard will be fulfilled. It is clear, therefore, that India 
cannot make up her mind today as to her future monetary standard 
and it will be necessary for her to mark time and wail upon future 
developments. The managed currency standard appears to be far 
too advanced a standard for India to adopt, although as the ultimate 
goal of her currency policy hardly any other belter standard can be 
suggested. Subject to the restoration of reasonably normal world 
conditions, she must continue her quest for some suitable form of 
the gold standard and adopt it at the right psychological moment. 
Even those who uphold the existing sterling exchange standard in 
India are ready to admit that it is by no means an ideal standard 
as a permanent measure, the fundamental objection to it being that 
it makes a country’s monetary system far too dependent upon the 
monetary polfcies of another country, when identical economic 
conditions in the two countries cannot be postulated. One thing 
amidst these uncertainties is clear, and that is that the Reserve 
Bank should spare no effort to build up and strengthen the country’s 
gold (monetary) reserves, which are the one safe sheet-anchor of a 
currency system in the economic welter prevailing in the world. 


* See L. L. B. Angas, The Problem of the Foreign ExchAnge, ch. xxl. 
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§34. Purchase of sterling. — ^When describing the mechanism 
of Council Drafts attention was called to the recently started 
practice of Government purchase of sterling, which must be regarded 
as an important modification of the Council Bill system.* We have 
also made passipg references to the employment of this new method 
for arresting the rise of exchange beyond a certain desired level.* 
We may now conclude this chapter by a more detailed description 
of this new system, which was introduced in 1923-4. In that 
year, while the weekly .sales of Council Bills continued as before, 
the sales of Intermediates at higher rates were stopped and. were 
replaced by .the purchase of sterling in India from banks and. 
private financial houses willing to sell their sterling resources in 
London for rupees offered to them in India. These purchases were 
conducted by the Government through the agency of the Imperial 
Bank. The system was further extended in 1924-5, when the 
purchase of sterling was resorted to as the principal method of 
remittance, the weekly sale of Council Bills being started only when 
a steady and continuous demand for Council Bills manifested itself. 
During the year 1925-6 there was no sale of Council Bills, and the 
system of Council Drafts has since then been entirely superseded 
by the novel method of sterling purchases in India.® The Hilton- 
Young Commission recommended the purchase of sterling by com- 
petitive public tender and the publication of the weekly returns of 
remittances. Accordingly, since April 1927, the system of purchase 
in India by public tender has been inaugurated. Tenders are receive<i 
on one day each week, usually on Wednesday, simultaneously in 
Calcutta, Bombay, Madras and Karachi, and particulars of the 
amounts allotted at each rate are published on the following day 
In each of these places. Between the days on which the tenders are 
received Intermediates are on offer at the offices of the Reserve 
Bank of India^ at these places at a rate 1/32^. above the 
highest rate accepted on the previous day on which the tenders 
were received. The weekly returns of remittances are also 
published. 

The function of sterling purchases and the responsibility for 
remittances to the Secretary of State have been transferred to the 
Reserve Bank of India with effect from i April 1935. As in the 
case jof Council Bills, tfle system of sterling purc|;iase enables the 
Reserve Bank to take advantage of a firm or rising exchange and 
also .to prevent the appreciation of the rupee above the point fixed 

* Ante, ch. vii, §23. • Ante, ch. vii, §38. 

* See MeWatters, * Hlstorkal Memorandum on Indian Currency \ submitted 
to the Hilton- Young Commission. — Report, vol. II, p. 7. 

* Formerly at the Imperial Bank. 
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by the Reserve Bank of India Act. (See §31.) The object under- 
lying^ the new system is that the factors influencing the immediate 
ccoirse of exchange can be much more accurately! and promptly 
judged in India and the purchases can be regulated much pore 
saysfactorily with rcd’eronce to the varying co;idilions of the 
market. The operations of Government remittances can be conducted 
so as to avoid violent fluctuations in the rate, with benefit both to 
trade and to the country in general. In the early part of 1924-5, as 
we have already seen, further rise of exchange was prevented by 
Government purchases of sterling Avhen the exchange had reached 
• IS. (hL 'riiis melhod suits the Exchange Banks ver); well, as they 
can scfll sterling to the Reserve Hank of India against their 
London balances, whic'h arc increased by thc'ir purchases of Export 
Bills in India, and thus immediately replenish their funds in this 
country.^ 

The disadvantages attendant upon this system are similar to 
those which were usually made a ground for (‘ritieizing the old 
Council Bills system. Fc^r example, it was |X)ssihle for the Govern- 
ment, unless they took care to limit their purchases of sterling to 
their actual requirements, to if\crease their magnitude to siu'h an 
exte^nt as to prevent ui a large measure the fre(' flow of gold into 
India. Similarly, the rate <yf purchase could be regulated in such 
a manner as to produce thi‘ same eflec t. If the Government offered 
rupees at lower rates than the upper gold noint, the flow of gold 
would be efTectively diverted from India. Tin* possibility of India 
submitting to all these disadvantages is now diminished owing to 
the transfer of sterling purchases to the* Reserve Bank of India, 
which is expected to be more competent in these matters than a 
Department of the Government of India. Another disadvantage 
that has been pointed out relates to the sale of sterling in India 
by the public tender system, which places foreign centres dealing 
with India at a disadvantage. Under the old system, because the 
Council Bills were sold in London which was the world’s financial 
centre, foreign countries could easily compete in the purchase of 
drafts on India. It is. more difficult for the foreign demand for 
rupees to manifest itself equally efTectively in India, and thus the 
Government may not be able to obtain the best possible price for 
the rupee.® On, a balance the new machinery of purchase of sterling 
in India is undoubtedly an advance on the (Council Bills system and 
is calculated to yield satisfactory results now' that the Reserve Bank 
of India has taken charge of it. 

^ See ch. x, §§ii, 12, .nnd 1^. 

• cf. Ramachandra Rao, ‘ Purchase of Sterling Mysore Economic Journal, 
June 1928. 
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PRK'KS IN INDIA 

§1. Importance of the problem of prices. — Problems connected 
with price movements are at once, the most abstruse and the most 
important in the discussion of economic conditions in any country. 
The importance of understanding the nature and extent of j>rice 
movements is clear from the fact that land revenue assessments are 
largely based on them in this country. Price changes have also been 
associated with the Government’s currency policy in India, and the 
question whether they indicate increasing prosperity or the reverse 
has been the subject of endless and ac'rimonious debate. An attempt 
will, therefore, be made in this chapter to measure llie price move- 
ments in India in ret'ent yeais and to ascertain th(‘ir significance. 

The movements of prices in India began to attract notice in the 
early seventies of the last x'entuiy owing to the depression of 
industr} and trade in gold standard countries and the striking fall 
in the value of silver which bega*n from about 1874. Towards 
tht end of the ninetccMith century, much controversy had arisen 
reg'arding the relative stability of price's under the different standards. 
The general impression was that pric'es had been much more 
stable in silver standard countries, like India, than in g^old standard 
countries, and it was in order to test the validity of this impression 
that F. J. .Atkinson v\ork<*d out figures bearing on price move- 
ments in India since 1861 in his Silver Prices hi Jmiia from tS 6 iP 
It is, however, since the opening years of the present centurv that 
discussions regarding the tendency of prices to rise continuously 
have figured prominently in Indian economic literature. There was 
a widespread feeling that the continued rise of prices urgently called 
for investigation, and it was held by the critics of the Government, 
supported by the late Mr Gokhale,* that the Government currency 
policy was largely responsible for the evil. In 1910, the Government 
of India decided to undertake an exhaustive inquiry <into the subject 
and entrusted the task to a committee (Datta CoAimittee). The 
Report of this Committe® was issued along with the Resolution of 
the Government of India in October 1914. Before* proceeding to 
deal with the findings of the Committee,, we may say a few words 
regarding the general trend of prices before the year 1890, which 

* See Vakil and Muranjan, op. cit., pp. 134-5. 

* See Speeches of (?. K, Crokholo, pp. 150-3. 
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\va9> chosen by the Committee as the opening year of the period 
(1890-1912) which was the subject of their inquiry. 

§2. A bird’s-eye view of price movements siqce 1861 . — ^The 
accompanying table indicates the general course of prices in India 
since 1861 with 1873 basic year.^ The general index number 

is based on the wholesale prices of 39 articles (28 exported and 
II imported articles), except in the case of food grains, namely, 
jowar, bajra, barley, ragi and 4^ram — wholesale prices of these 
articles not being available before 1897. 
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The Government index numbers, taken from the publication 
Index Numbers of Indian Prices, in columns two and five of the table 
are unweighted. The equal importance attached to the commodities 


prevent the index numbers from faithfully recording the nature and 
significance of the changes in the price level. India is an agri- 
cultural country and her agricultural production, which accounts 


for the bulk of her total production, consists of a few staple 


* The year 1873 was chosen as tlie basic year because of normal seasons 
and because it was since about that year that the depreciation of silver and 
the consequent depreciation of the rupee may be said to have started. 

* See Index Numbers of Indian Prices, and its annual addenda. 

The weighted index numbers set out in the third and sixth columns of the 
above table were originally compiled by Mr F. J. Atkinson of the Jndian 
Finance Department. The index numbers for the years subsequent to 1909 
have been compiled by the Department of Statistics on the lines of his 
calculations. For further details see Index Numbers of Indian Prices, p. sa, 
Appendix C. 

* ibid. 
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commodities like rice, wheat, cotton, jute, etc., while others lare 
comp;$ralively insignificant. Some articles like cotton cloth, cotton 
yarn, raw silk% and coal have been allowed to exercise an undue 
influence upon the final result, and the whole series of prices is 
dominated by irnported goods and those in direct competition with 
them.^ As the all-India index number, with 1873 as the base/ is 
out of date, reference is usually made to the figures for the Bombay 
and Calcutta wholesale price indices. (See §9.) The base year 
1873 can no longer be ^regarded as suitable for comparison. So 
also the relative importance of commodities has \ery probably 
changed since ^Ihe compilation of the series was first undertaken. 

§3. Period from 1861 to 1893 . — We indicate below the general 
character of the price movements between 1861 and 1893.* 

(i) Rising Prices (1861-6). — The American Civil War led to 
a scarcity of cotton. The resulting high prices caused a great 
influx of specie into India and extensive coinage of silver, which 
was followed by a considerable rise of prices. This episode of 
high prices showed clearly for the first time the influence of 
external factors on the price ’level in India. 

•(ii) Falling Prices (1866-83). — Except for a sudden jump in 
the prices of foodstuffs between 18*76 and 1879 owing to a great 
famine, prices were falling from 1866 to 1883. This general fall 
in the earlier years may be regarded as a reaction against the 
previous high prices, and in later years as a counterpart of the 
general downward movement of prices w^hich began in western 
countries from about 1874. It has been attributed to the slacken- 
ing in the production of gold, the adoption of the gold standard 
by countries previously on a silver standard basis, the arrest of 
the expansion of the silver currency owing to the closure of the 
mints to its free coinage, the slowing down of the development of 
banking and the growing volume of trade under the stimulus of 
a decrease in the freight charges, and improvements in the arts 
of production.® 

(iii) Rising Prices (1883-93). — "^he fall in prices in India was 
arrested earlier than in the gold standard countries of the west, 
as a result of the depreciation of the rupee. It must be noted, 
however, that though silver began to depreciate in ‘terms of gold 
roughly after 1874, th 9 general increase in the production of 
commodities led to a fall of prices until about 1883. After 1885, 

* ^ Vakil and Muranjan, op. cit., p. 140. 

* For a study of the general course of prices from 1825 to 2907, see G. V. 
Joshi, Writings and 'Speeches, pp. 596-600, and from 1861-93, Vakil and 
Muranjan, op. cit, pp. 3x1-21. 

* See Irving Fisher, Purchasing Power of Money, p. 142. 
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when the production of silver definitely outstripped the production of 
commodities, \vc enter upon an era of rising prices in India. This 
may be regarded as having continued riglit up to 1920, except for 
the brief interval 1S93-9, when prices went down somewhat q^ing 
to the contraction of currency in India due to the closing of the 
mints, though the elTect of this factor was a little obscured by the 
famines during this period. The rise in prices was the outcome 
mainly of the depreciation of silver and the heavy rupee coinage 
between 1881 and 1892. We have already described the causes of 
the dj7preciati()n of silver and explained how its demonetization by 
^German) and other Kuropean countries led to a hqavy inflow of 
silver into India so long as the mints were open to its free 
coinagt‘. 

The Prices Hnquiry Committee (prices during 1890-1912). — 

The period covered by the Prices Enquiry Committee' extended, as 
mentioned above, from ]S()o to 1912, and the five years 1800-4 were 
taken as the base for comparing the pi ice statistics relating to the 
later years, 'flie base period was compai atively normal and free 
from the violent lliu'tuations witnessed subsequently as the result 
of the two severe famines at the close of the century. 
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and ju^old prices foi Ihe year^ iSqo-iqi 2^ 
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Until i8f)8, ,when the gold value of the ru[>ee attained stability 
at IS, 4^., the rujxie and the gold index pumbers differ. Between 
1890 and 1894 tile gold price of silver declined steadily. While the 
rupee prices fluctuated within moderate limits, gold prices of com- 
modities fell in those years steadily from a level of 113 to 85. The 

^ K. L. Datta, Report on the Enquiry into the Rise of Prices in India (1914), 
p. 29. 

* Famine years. 
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steady fall in the gold value of the rupee was accompanied a 
steady decline in the general (gold) price level. Between 1895 and 
1897, wiien the exchange was rising rapidly, the rupee price level, 
as compared with the average for the quinquennium 1890-4, was 
higher than the level of the gold prices. After 1898, when the rupee 
became practically stable at is, 4J., the index numbers of gold aftd 
rupee prices moved, as might be expected, in the same direction, 
although the former were higher than the latter by 4 to 5 points. 

Taking now the whole period 1890-1912, there was a general 
rise in prices throughout* India, which was specially marked after 
1905. The rise in prices was specially marked in the case of ITides 
and skins, foocf grains (pulses and cereals), building materials, and 
oil-seeds, all of which rose 40 per cent or more above the level of 
the basic period. Cotton and jute rose about 33 and 31 per cent 
respectively, w'hile other articles of tood, metals, and other raw and 
manufactured articles rose by about 25 per cent. There was a 
moderate increase in i'ountr\ sugar; but, on the other hand, there 
was an appreciable decrease in the prices of tea and colTee, 
imported sugar, dyeing and tanning materials, especially indigo, 
eo^l, and shellac, as also a slight fall in the prices of other 
textiles. • 

♦ The extent of the rise in prices was not the same all over India, 
being greatest in famine areas such as Bundelkhand, Berar, Sind, 
Agra Provinces (North and West), Punjab East, Punjab West, the 
Deccan, and South Madras, The rise was comparatively small in 
Assam, w^hich is practically free from famine. At the ports, as in 
Bombay, Calcutta, Madras, Rangoon, etc., it was less than in most 
of the up-country circles. The rise in prices at the ports was smaller 
owing to the fact that they were less susceptible to fluctuations 
since they drew their supplies from a wider area. Also in the 
earlier years the prices at the ports had been generally higher so 
that an equal rise in prices would show a lower percentage of rise 
than in the up-country circles. 

While, however, there were striking disparities between the price 
levels in good and bad years, the inter-circle and inter-district 
variations showed a tendency to diminish with J.he linking up 
of markets by the railways. There was a tendenQy towards an 
equalization of prices all over the country. 

§5.' Comparison of the Indian with the world price level. — The 
following table^ shows the range of increase in prices in different 
countries arranged in descending order. It gives the average prices 
during the quinquennium 1907-1 x as compared with the average of 

^ K. L. Datta, op. cit., p. 50. 

26 
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thQ basic period and of the quinquennium 1894-8, when the lowest 
price level was reached everywhere except in India. 

Compared with Compared with 
1890-4 1894-8* 


40 I 40 

25 I 26 

24 I 38 

20 ' 3« 

19 . 31 

14 24 

13 20 
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9 i* 21 
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This table clearly shows that the rise in prices was greatest 
in India. 'Fhe United States and Germany also showed a consider- 
able rise. But this may be attributed to their heavy protective 
tariffs and the influence of industrial and commercial combinations — 
factors which were practically non-existent in India. 

§6. Causes of the pre-War rise of prices in India. — ^The most 
controversial part of the Repo;'t of the Prices Enquiry Committee 
relates to the analysis of the causes of the specially high price level 
prevailing in India before the War. The Committee divide the 
causes into two classes, viz. (i) causes peculiar to India, and (ii) 
causes not confined to India, that is, world factors; though they 
recognize that the two sets of causes reacted on each other. 

(i) Causes peculiar to India , — According to the Committee the 
causes peculiar to India were fa) shortage in supply of agricultural 
products and raw materials; (h) increase in the demand for these 
commodities; (c) development of railways and other communications 
in India, and the lowering of the direct and indirect costs of 
transport in India itself and between Indian ports and foreign 
countries; {d) improvement in the general monetary and banking 
facilities and increase of credit; and (c) increase in the volume of 
the circulating medium. 

(ii) World factors. •---■The world factors were (a) shortage in 
the supply of /ind increase in the demand for staple commodities in 
the world’s markets ; (b) the increased gold supply from the world’s 
mines; (c) the development of credit; (d) destructive watls, and 
increase of standing armies ^nd navies in most of the western 
countries and the United States, diverting capital and laboUr into 
unproductive channels and causing an increased demand for many 
classes of commodities. India was switched on to the currency 
gauge of the rest of the world owing to her abandonment of 
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the silver standard in 1893, and no doubt she shared in the prjee 
fluctuations in the rest of the world owing to these causes. What 
we want to know, however, is why the price level rose higher in 
India than in other countries. 

§7. Examination of the alleged causes peculiar to Indian — The 

Report puts dowd the rise of prices in India largely to the shortage 
in supply, particularly of food grains, owing to (i) the growth of 
cultivation not keeping pace with the growth of population ; (ii) 
unseasonable rainfall; (iii) the substitution of non-food for food 
crops; (iv) the inferiority *of the new lands taken up for cultivation, 
etc. The following table compares the growth of population with 
that of production of food grains and the extension of cultivation. 
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Mr Datta concluded from this table that population had increased 
by a larger percentage during the period under inquiry than either 
the total area under culti\ation, the area under food grains or the 
total production of food grains. During the same period also there 
was an increase in the external demand for Indian food grains. 
The increase in the internal demand was attributed by Mr Datta 
to a rise in the standard of living of large sections of the people, 
particularly those engaged in the cultivation of jute, cotton, oil-seeds 
and wheat. We have already noticed that the Government of India 
did not accept this conclusion^ on the ground that Mr Datta ’s data 
were largely conjectural and uncertain, and argued that the area 
under cultivation generally, and that under food crops in particular, 
bad kept pace with the growth of the population and that there was 
an improvement in the ou^urn owing to the extension of irrigation.^ 
We may remark here that, even although the area uitder cultivation 

may have kept pace with the growtl^ of the population, this does 

♦ 

‘ See H. L. Chablani, Studies in Indian Currency and Exchange f pp. 56-72. 

• Vol. I, p. 80. 

* See Resolution of the Government of India on the Report on the Enquiry 
into the Rise of Prices in India (1914), pars. 13-18. 
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not necessarily prove that there could be no rise in the prices of 
foodstulTs, because the lands that were newly brought under culti- 
vation were presumably inferior to those already ugder cultivation, 
and consequently it would not be worth while cultivating them 
unless the prices were higher. The Government of India, however, 
were on fiiiner ground when they argued that there was an 
improved outturn from land owing to the growth of irrigational 
facilities. 

The substitution of non-food crops for food crops which was 
advanced bv the ('ommittee as one of the causes of the increase in 
the prices of foodsliilTs had not in reality occurred to such an extent 
as to produce an appn'ciable cITcct on food prices. In any case, if 
there w.r a rial shoitage of food crops the food prices alone would 
have Ix'^ ii affected, whcieas the phenomenon to be explained iS the 
rise in general prlc(*s which required scyine cause or causes also 
general in scope. Mr Datta’s whole treatment is vitiated by his 
failure to distinguish clearly betw^een relative and general causes. 
Also he strays into the path of error by arguing as if the level of 
prices depended not on the relation between the volume of goods and 
that of the circulating media but on the former and the size of# the 
population.' A general increase in the prosperity of all sections of 
the people, which Mr Datta legards as having been responsible* for 
an increase in demand, appears to be pnma facie improbable in the 
circumstances suppose*d. If the supply of food failed to increase 
in proportion to the population, this must mean widespread distress 
in a country like India, wdiich does not import foodstuffs from 
abroad except to a negligible extent, and in w^hich agriculture is 
practically the only occupation of the people. If there was a 
universal increase in the standard of comfort this would have caused 
an all-round increase in productive efficiency, Avhich by itself, unless 
it was accompanied by a corresponding increase in currency, ought 
to have occasioned a fall and not a rise of prices. 

The development of communications would, on the one hand, 
tend to raise prices bv increasing the rapidity of the circulation of 
money even assuming that there was no increase in the quantity of 
money, and on the other hand, it w’^ould tend to depress prices by 
increasing the volume of transactions. There is no evidence that 
the latter tendency was such as to overbear the former. The chief 
effect olf comhiunications is to make prices uniform, so that they 
will be higher than before in some places and lower than before in 
others. But what w^c are seeking an explanation for is a universal 
rise everywhere. Mr Datta isolates the influence of Credit from 


‘ See Chablani, op> cit., p. 62. 
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that of metallic currency. He does not admit that the volume •of 
metallic currency had increased more than the volume of business, 
but he thinks that there was a considerable growth of credit in 
India during- the period under inquiry. As we shall show presently, 
his former assertion was incorrect. And as regards the latter there 
was no such development in bankings and credit as would h«ive been 
necessary to produce the actual rise in prices.’ 

As to the export of foodstufls producing a rise in pri<'es in India, 
the following consldcratians must be borne in mind. In the first 
place, the proportion of exports to total trade never exceeded 7^ per 
cent during th® period in question and therefore their effect could , 
not have been very great. Moreover, prices were actually lowest 
in years when the exports were highest. In fact, It would 
be equally valid to argue that it w^as tlu' prevalent low level of 
prices w^hich w'as the cause of the inciease in expoits. Again, 
wheat (the principal article of food exported) constituted only 10 
per cerft of the total food produce in India, and the inllucncc of 
the export of a pait of this 10 per cent on the level of prices of 
foodstuffs in general cannot be regarded as anything but negligible. 

Other alleged causes are lisc in^ wages, the import of eapital 
into India and the influence of dealcis* monopolies. As regards 
the first, it was a relative cause because there w'as no evidence 
whatsoever that there was a universal rise in wages in the 
agricultural and manufacturing indusliics. In die second place, it 
is well known that prices rise fust and then wages. \s regards 
the import of foreign capital this is an inadequate enuse, because 
in some years the interest paid by India balanced the capital sent 
to India. Similarly, with reference to the Iasi of the causes 
mentioned, namely, dealers’ monopolies, this was at best a relative 
cause and, m any case, not adequate. 

§8. Currency inflation the real cause. — By a process of elimina- 
tion we arrive at the conclusion that the inflation of eurreney — 
which in India could only mean metallic currency owing to the 
inconsiderable development of credit — was the main cause of the rise 
in prices.^ The rupee being no more than a note printed on silver 

‘ Read on this point Brij Narain, Indian Economic Life, fp. 170-4. 

* Mrs Vera Anstey holds Chat Indian prices roso more than external prices 
because, before 1914, the world rise in prices was composed of a compara- 
tively small increase in the prices of manufactured articles, which form the 
bulk of products of industrialized countries (and particularly of Indian imports), 
and a very rapid Increase in prices of foodstuffs and raw materials, which 
form the bulk of Indian products (and particularly of Indian exports). .See 
V. Anstey, The Seottomic Development of India, p. 450. However, for reasons 
' advanced in §7 above, we are inclined to regard currency inflation as the 
principal cause. 
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ariB being; inconvertible into gfold, it was almost as easy to issue it 
to excess as inconvertible paper notes. Its supply depended wholly 
on the discretion of the Government, who had the^monopoly of its 
issue. The Government ofh'n wrongly supposed that more rupees 
vjere necessary, when in fact they were not wanted, and proceeded 
to coin them. That on occasions excessive coinage did take place 
in this manner, for example in 1905-7, has been freely recognized 
even by Mr J. M. Keynes, one 6f the warmest admirers of the gold 
exchange standard in India, as the following passage in his book, 
Indian Currency and Finance^ testifies:^ ‘The effects of heavy 
coinage are cumulative. The Indian authorities do not seem to 
have understood this. They were, to all appearances, influenced 
by the crude inductive argument that, because there w^s a heavy 
demand in 1905-6, it was likely that there would ,bc an equally 
heavy demand in 1006-7; and, v\hen there actually was a heavy 
demand in 1906-7; that this made it yet more likely that there 
would be a heavy demand in 1907-8. They framed their policy, 
that is to say, as though a community consumed currency with 
the same steady appetite with which some communities consijme 
beer. * , 

The view that heavy coinage was mainh responsible for the jise 
in prices was voiced in the Imperial Legislative Council by the late 
Mr Gokhale in 1908 in the following words : ‘ The stock of rupees 
in existence in India l)efo»*e i8q8 was estimated by Mr Harrison, 
the expert, at 130 crorcs. During the last ten years the Government 
have made a net addition to this stock of over 100 crores. . . . Such 
a sudden inflation is bound to result in a general rise in prices. . . . 
What is probably happening is this. The rupees issued by the 
Government in response to the demands of trade go into the interior 
and spread themselves among those from whom purchases are 
made. But they do not flow’ back quickly to centres of trade, or to 
banks, and thus new’ rupees have to be obtained for transactions for 
which the old rupees might have sufficed. Meanw'hile, the melting 
of rupees having ceased (as a result of the token character of the 
rui>ee since the closing of the mints in 1893 'Ls artificial higher 
exchange value), every issue becomes a net addition to the volume of 
currency. ’ 

Mr Datta ‘argues that there was no redundancy of rupees as 
the volume of business increased more than the volume of metallic 
currency. But if the expansion of business was more rapid it is 
difficult to see why prices should have risen at all. Again, in 
measuring the expansion of the volume of business, Mr Datta is 


‘ P- I34- 
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guilty of a serious error in that, instead of taking the physical 
quantities of goods handled in the way of trade, he takes their 
values in ternfs of money (inflated currency), thus showing an 
unduly high percentage of increase. While thus overstating the 
expansion in thCi volume of transactions, Mr Datta understates the 
additions to the currency by failing to take into account tlie 
sovereigns and half-sovereigns and the small silver coins in 
circulation.^ 

The results of the discussion of this subject by Professors Vakil 
and Muranjan are set out below. 


Period iSgg-igij 


1899-19*3 

Rise in currency 
circulation 

1899-1913 

1899-1903 to 1901-1913 

Rise in prices I 

1 1 

Growth of goods 

98*8 per cent 

! 58-4 per cent j 

1 

42*6 per cent 


From these figures the authors ‘conclude that, assuming world 
prtces rose by approximately 25 per cent during this period, at 
least a quarter of the total addition to the currency from 1899 to 
1913 must be held to be inflationary in character.* 

There is a striking parallelism between the general index 
number of prices and the estimated total of the currency for each 
of the years between 1903 and 1907, as the following table shows. 
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• 


Mr Datta, however, suggests that the parallelism is purely 
accidental. He urges that the average net coinage was much less 
during: the period (1892-3 to 1911-12) than during (1874-5 to 1892-3). 
But he forgets that during the first period much of the coin was 

^ See Chablani, op. dt., p. 62. 

* Vakil and Kfuranjan, Currency and Prices in India, p. 333. 
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mdted and there was scarcely any net addition to the currency 
from year to year, whereas during the second period melting ceased 
as one of the results of the closing of the mints, so that every rupee 
coined was a positive addition to the existing stock. Again, before 
1893, the value of the rupee depended on the « value of silver, 
and the latter depended on the changes in the supply of silver 
(assuming demand to remain constant). The annual additions to 
the supply by imports of silver were so small relatively to the 
total stock of silver in the countiy, that fthey could not cause any 
noticeable alteration in the value of the metal and therefore in the 
value of the rupee. But after i8()3 the main factor determining 
the value of the rufx^c was the quantity of rupee coins (and not 
silver) in existence at any given time, and since the annual coinage 
added considerably to the number of rupees already in circulation, 
the effect on rupee prices was pronounced A 

Mr Datta argues that a redundancy of rupees persisting over 
any length of time would have caused an export of gold and a 
continued fall in exchange; and that as Ibis effect w^as not visible 
the theory of inflation falls to the ground. He wrongly imagines, 
however, that the suggested effect on exchange can follow' from 
high prices, only if the latter are broug^ht about by inflation of 
currency. As a matter of fact, his objection, in so far as it is valid 
at all, is valid not merely ag.ainst this or that particular alleged 
cause of the rise in prices, but against the phenomenon of higher 
prices in India than world prices. The phenomenon itself, 
however, could not be denied. In fact it formed the very raison 
d*6tre of Mr Datta ’s owm inquiry. 

§g. Prices during and since the War. — The pre-War tendency 
of prices to rise, wdiich w^e have discussed so far, manifested itself 
in an unprecedented degree during the years 1914-20, especially 
during the latter part of this period, owing to conditions created 
by the War. The rise in prices w^as, however, smaller in India 
than in some other countries, especially in those that were directly 
engaged in the War, as will be seen from the table on p. 409. 

The higher rise of prices abroad would normally have been 
corrected by a rise in exports and decline in imports. The 
consequent import of specie into India would have caused a rise 
in the internal, prices until they equalled external prices. But the 
restrictions on the import of specie and exports of goods, as well 
as Government control of prices during War-time, prevented this 
adju.stment. Indian producers were thus deprived of the benefits 
of higher prices. 


’ See rhablnni, op. cit., pp. 67-8. 
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Index numbers of wholesale prices in India and some foriign 

countries 
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• Tliis was one of the reasons why they were unrible to build up 
ampler reserve*- and were at a disadvantage as compared A\ith the 
itfiporters of competitive articles, when the War-time ))oom was 
followed by a depression. Again, in the absence of Government 
interference, exchange would have risen even earlier and more 
rapidly than it did and this would have stimulated imports and 
checked the relatively greater rise in the price of imports. India 
would have received better value for her exports and would have 
been better able to meet the cost of post-War reconstruction. The 
consideration, however, which prompted Government interference 
with exchange was that serious trade dislocation would have 
resulted at a very critical stage of the War if exchange had been left 
to itself entirely.^ 

During the War period, the prices of practically all commodities 
in India, including the necessaries of life, showed a very steep rise. 
By 1919, the prices of food grains had risen on an average by 
93 per cent since the commencement of the War, \^hile the increase 
in piece-goods was just under 190 per cent for iinpcfrted goods and 
just over 60 per cent ftr Indian-rnadc goods. We have already 
observed that the prices of the imported goods, such as cotton 


(а) See Review of the Trade of India, 1927-8 and Report of the Controller 
of Currency, 1927-8, Statement I, 

(б) 1913 s 100 up to 1925, afterwards 1926^100. 

^ See Anstey, op. cit., pp. 457*8. 
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piece-gfoods, steel and iron, sugar, dye-stiiflFs, etc. in general, rose 
much more than those of the exported goods, and have also 
explained tlie causes of this disparity.^ The diversi&n on the part 
of the principal nations of Europe of their energies to the work of 
dectruclion instead of production had naturally Jed to a world 
shortage of the necessaries of life. The shortage of production as 
well as the intense competitive demand of the belligerent countries 
for commodities of all kinds, together with the creation of a huge 
volume of credit and currency to finance the War, were responsible 
for tke phenomenal increase of prices. These world conditions were 
•bound, sooner or later, to react on India by increasing the demand 
for her products «nbroad as well as by adding to the cost of her 
imports, '('he restrictions imposed on exports by the shortage of 
tonnage and by Government control, however, checked the rise in 
prices in India to some extent. 

§io. Inflation of currency. — We have already noticed that, for 
some time after the outbreak of the War, the balance of trade 
remained strongly in favour of India. At the same time there was 
a serious reduction in the imports of treasure, thus throwing upon 
the Government the whole of. the responsibility of financing tVve 
export trade by issuing a large volume of additional currency in 
the form of rupees as well as currency notes. The expansion of 
currency of all kinds was very much greater relatively to the increase 
in the volume of business. The process of inflation was also helped 
by the methods of War finance adopted by the Government. In order 
to meet the heavy War expenditure they furnished themselves \vith 
the means of payment partly by Tewsing taxation and loans and partly 
by the artificial creation of purchasing power. The Government 
possessing, as they did, the absolute monopcjly of note issue, were 
able directly to provide themselves with the means of payment by 
watering the paper currency.. The War loans of the Government 
also inevitably led to inflation. Only a portion of these loans came 
out of the reah savings of the people. The remainder took the form 
of bank credits or the creation of deposits, subject to cheques, which 
the banks opened in favour of the Government, on their own account 
or on behalf of their customers who wished to thvest in the War 
loans. ^ The short-term Treasury Bills which were* issued by the 
Government of Jndia for meeting the successive budget deficits were 
another source of inflation as the banks lent freely against their 
security and that of the War Bonds. Thus there was a very large 
increase in the bank deposits (credits) as well as in theij; velocity 


' See above, ch. vi, §5. 

* Panandikar, op. dt., pp, 317-18. 
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(as shown by the bank clearings)/ which supplied so much itiorc 
buying power and thereby contributed to the rise of prices.* 

One of theVauses why the rise of prices in India w^is not so high 
as in other countries was that the extent of currency inflation was 
far less in Indie, though speaking absolutely it was considerable^ 
The inflation was accompanied by increased rapidity of circulation, 
proceeding from and reflecting a diminished level of public 
confidence, as in Germany and Ri/ssia, though here again the eifect 
was on a very much smaller scale in India.** 

There were other causes which aggravated the rise. Reference 
has already been made to the breakdown of the railway system* 
and the shortage of rolling-stock during the War years. This led 
to difficujties in the distribution of goods and thus accentuated the 
effect of local scarcity, incidentally creating golden opportunities 
for the profiteer. Moreover, during the year 1918-19, there was a 
widespread failure of the monsoon in India, which caused a serious 
shortage of foodstuffs. There was again a failure of rains during 
the fatter part of 1920 with similar consequences. Prices reached 
their highest limit in the year 1920 with the Calcutta index number 
at 201 as compared to 100 in 1914, 

^ The influence of the is, 6d. ratio in depressing Indian prices 
has already been exhaustively dealt with and we need not say 
anything further here on that score. 

§11. Effects of high prices. — ^The Prices Enquiry Committee 
held that the high, prices in India before the War benefited the 
country as a whole. TlTfs..yiew w'^as then endorsed by the Govern- 
ment in their Resolution on the Report of the Committee (1914). 
The Committee argued that India, being a debtor country with large 
foreign obligations which she meels by the export of part of her 
produce, benefits when the prices of such produce rise, because 
then* she is able to discharge her foreign obligations by ,the export 
of a smaller volume of commodities. But as against the high 
prices of exports we must “^et the increased prices of imports and 
the higher cost of productioi/. In any case it is difficult to believe 
that a higher range of prices, especially when it is due to an 
inflation of currency, is by itself capable of conferring any per- 
manent advantages on the country as a w'hole, sufficient to offset 
its well-known disadvantages. The late Hon’ble Mr G. V. Joshi 
expressed what after all is the sound view in this matter when he 
obsefved that ‘ a real increase of wealth and prosperity comes to 
nations as it does to individuals, not from any reckless piling up 

* See also ch. x. 

^ See Findlay Shirraa, op. cit., pp. 232 and 410-11. 

* D. T. Jack, RestOfaJtion of European Currencies ^ p. 3. 
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of (foined rupees or ag’ain from any rise of prices . . . which . . . 
in India is almost invariably associated with crop failures and 
famine conditions, but only from an increase in indiistrwl activity, 
cnei'f^^y and efiiciency on the one side, and on the other, from 

incj'cased productive employment of capital Rising prices do 
stimulate productive activit}. But the process must be gradual 
and we can only know that it has been gradual if independent 
proof is forthcoming of the fact of increased prosperity. It is 
dangerous to suppose that if prices arc trising, that in itself is 
sufficient proof that the nation is advancing in prosperity. For 
•in that case material progress could be cheaply r.nd effectively 
secured by deliberately raising the price level, say, by inflation. 
Mrs V. Anstcy, in an interesting and thought-provoking chapter 
of her book, The Economic Development of Indin^^ has attempted 
to derive certain conclusions regarding natinmal prosperity from 

price- and wage-movements in India during the pre-War and 
post-War periods. She has argued that the results yielded by 
this method are more reliable than those based on the uncertain 
estimates of per capita iiu'ome at various dates which we have 

discussed in chapter IV. It , should, however, be noted that 

an examination of pilcc changes cannot by itself give us any 
information as to whether there has been any progress or setback 
from the |X)int of \iew of rvealfh production. It merely tells us in 
what manner the distrihulion of wealth amongst the various classes 
of people has been affected by any given alteration in the price 
level, and its (onclusions as regards benefit or injury to the 
nation as a whole due to the price alterations are based on certain 
assumptions as to the relative importance to be attached to the 
welfare of the ditferent classes. It is suggested, for example, that 
* in India the bulk of the people belong to those classes which 
arc benefited by a rise in prices and that the debtor classes are 
on the whole mcire deserving, so that even when they benefit at 
the expense of Ihe creditor classes there is nothing to regret in 
this because these latter consist mainly of moneylenders who 
are simply ‘ bloodsuckers ’. It seems, however, an invidious 
proceeding to classify certain sections of society as deserving and 
certain others as undeserving. A really sound notion of national 
progress implies the prosperity of all classes and not of some 
classes at the expense of others. Again, difficulty arises from the 
fact that many people are creditors at the same time that "they 
are debtors. It also seems rather crude to indulge in i^weeping 

* See G. V. Joshi, Speeches and WritingSf p. 6 io. 

> pp. 445 et seq. 
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condemnation of the whole creditor class. We have already seen 
how the moneylender is at present an indispensable member of the 
village commupity, and any general cause which injures him is likely 
to react unfavourably on the cultivator whose needs he supplies. 
There are indeed good reasons for supposing tliat the pre-War 
period between *the years 1900 and 1914 was on the whole a penod 
of steady if slow economic progress in India. But we contend 
that it is not possible to establish^ this conclusion by interpreting 
price statistics alone. 

Mrs Anstey holds that the price changes before the War were 
of such a nature that they must at least have benefited the large^ 
body of cultivators in India; because the rise in the articles of 
export, that is those which the cultivator sells, for example 
jute (43 tper cent), hides and skins (59 per cent), oil-seeds (45 per 
cent), food grains (42 per cent), w^as far more pronounced than 
the rise in the imports, that is articles which he purchases, for 
example cotton manufactures (25 per cent), metals (20 per cent), 
sugar (q per cent), kerosene (no change), saU (w^hich fell by 30 
per cent even without allowing for the decrease in duty). A 
relative change in prices of this nature undoubtedly provides the 
conditions under which the cultivafor may benefit, but there is no 
guarantee that the possible advantage will be ahvays reali/ed in 
practice. The profits of the cultivator are, for instance, liable to 
be intercepted by a variety of other interests, and special proof is 
required that this has not occurred to any considerable extent before 
we accept the advantage to the cultivator as established beyond 
doubt. 

During the War, prices of imports rose more tlian the prices 
of exports. This had the result of increasing the expenditure of the 
cultivator relatively to his income, and is generally admitted to 
have injuriously affected the agricultural classes. Here then we have 
a refutation of the general proposition that a rise in prices must 
benefit the bulk of the people in India. Dr Mann’s investigations, 
the results of which have been briefly set out below, actually 

show that the consequences of a rise in prices may be positively 
harmful. (See §14 below.) Monetary instability* causes ‘ a re- 

distribution of the favours of fortune so as to frustrate design 
and disappoint expectation *, and it destroys the atmosphere of 

security which is essential for the confident pursuit of economic 
activities. On these general grounds we must regard with suspicion 
any attempts to prove that large price fluctuations either in the one 
direction or the other are beneficial to the country as a w^hdle. 

With reference to the temporary advantages and disadvantages 
accruing from price fluctuations to particular sections of the 
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community, one part of the problem has already been dealt with in 
connexion with the ratio controversy. We had then occasion to 
describe how the different classes were affected by ^falling prices, 
and infercntially we may be said to have described the effects on 
them of a rise in prices also. All that is necessary for us now to 
do^ is to reverse the propositions laid down in connexion with the 
falling prices in order to get an idea of the adventitious gains 
and losses arising from rising prices. 

However, it may' be instructive to set forth more explicitly the 
consequences of price fluctuations in recent times in India and 
exanffne how different sections of the population have fared under 
•them. 

§12. Effects on agriculturists. — It is often said that landholders 
and the \lilage people in general must necessarily benefit by high 
prices for agricultural produce. It is, however, clear that only 
those who have a surplus to sell would benefit, and only in case 
the goods they have to purchase have not also risen in the same 
proportion as the goods they sell. Again, as already stated above, 
the gains of the agriculturists in India are intercepted to a very 
large extent by a numerous class of middlemen, and the high prices 
consequently do not result in any appreciable advance in the 
economic condition of the ^agriculturist. Wc must also take into 
account the fact that, while cultivators of their own land and of 
lands rented on long leases, depending on their own labour and 
having a surplus to sell, stand to gain by high prices, this does 
not hold good of those who have to make rent payments in kind 
or who have received advances repayable in grain, or again those 
who hold short-term leases of land or have to employ hired labour. 
Moreover, both classes of cultivators have to reckon with increased 
expenses of production and higher prices of commodities like cloth, 
oil and other prime and conventional necessaries of life. 

§13. Rural labourers. — It is almost axiomatic that wage 
movements lag behind price changes, so that when prices rise there 
is a shorter or longer period of hardship which wage-earners must 
generally go through. In this connexion it is necessary to bear in 
mind that many petty cultivators in India are also wage-earners. 
According to.Mr,Datta, hov^ever, the wages of rural labour — 
agricultural labourers and village artisans — rose faster before the 
War than the Vetail prices, and the rise was the greatest in rural 
areas, where the real wages of these classes showed an increase of 
38 per cent.^ Similarly, during the War and post-War period 
there was apparently a progressive adjustment of rufal wages 


* K. L. Datta, op. cit., p. 169. 
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to prices, established after an interval of considerable suffering 
during the period of non-adjustment. ‘ Throughout the period 
under review ^1921-2) unskilled agricultural labourers commanded 
such high wages that in certain parts of India cultivators found a 
more certain and profitable means of livelihood than agricultural 
work.* The fall in prices since 1921 further secured to the rural 
labourer some increase of real wages. ^ 

A downward tendency has, however, been noticeable in wages 
since 1926, especially in the rilrhl areas. 'This tendency was 
accelerated during the ytars of the economic depression (1929-33). 
There was in these years a sharp fall in rural wages, although this 
was offset by •the cheapness of foodstuffs and other necessaries of* 
life (see §20 below). 

§14. .Effects of high prices on rural prosperity in general. — 

Dr Mann’s conclusions with regard to the effects of high prices on 
rural prosperity in general are so instructive that we make no 

apology for reproducing his summary. 

(i) (a) A 50 per cent rise in prices without a corresponding 
increase in wages makes for the advantage of those who have 
sufficient land which they work with their labour to maintain them- 
selves in a sound position, (b) The man who benefits most is the 
nqn-cultivating proprietor who works his land by labourers, (c) 
Where there is a combined dependence upon the land worked by 
a family and upon income derived from the family’s labour the 
final position depends solely on the proportion between the income 
from the self-worked land and that from labour, (d) But the 

general effect on the village population is disastrous; and the 
annual budget deficit among the families belonging to the village 
increases enormously. 

(ii) If prices as well as wages rise, say, by 50 per cent, the 

people belonging to class (a) are again much better off. (b) The 

non-cultivating proprietor is not appreciably affected except in so 
far as he has large debts. The position of the people of class (c) is 
still improved and the improvement is slightly greater than the rise 
in prices, (d) The general effect on the village population is to 
lower their economic position. 

(iii) With a rise of prices, whether wages increase or no, two 
general results seem to fnsue. (a) The gulf between the solvent 
and insolvent of the villagers tends to widen, the vast majority of 
the people previously solvent becoming more so, while the position 
of the* insolvents deteriorates, (b) On the other hand, since the rate 
of interest, which is always high in India, does not increase with the 


^ India in /paz-ip, p. 1^3. 
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rise in prices, those who have incurred large debts previously suffer 
less in proportion than the others. On the whole, it may be said 
that a rise in prices tends to emphasize economic differences through- 
out the rural population in India, those who are well-to-do becoming 
more well-to-do and those who are poor becoming poorer. 

» It is true that the above conclusions do not pretend to be 
scientific generalizations of universal validity. They are merely 
intended to indicate the probable effects of a given rise in prices 
under conditions obtaining in the villages which formed the subject 
of Dr Mann’s inquiry about the year 1917. We cannot say that a 
rise 5 of prices must of necessity mean economic deterioration in 
* India. But neither can we assert that it is necessarily beneficial, 
and this I - the warning to be received from Dr Mann’s study. 

§15 Effects on rent receivers. — Regarding the effects of a rise 
in prices on casli rents, a distinction is necessary between protected 
or privileged, and unprotected classes of tenants. In the former 
case, illustrated by the class of occupancy tenants, rents would 
naturalK show a comparatively small rise; while in the second case 
the increases might be very considerable.' 

§16. Effects on industry. — (i) Handicrafts . — We have already 
drawn attention to the condition of economic stagnation of persons 
engaged in indigenous handicrafts owing to the competition ,of 
machine-made goods. The rise in prices, if anything, increased 
the severity of this competition and made the position of the 
handicraftsmen even weaker than before. 

(ii) Capitalist manufacturers , — ^The case of capitalist manu- 
facturers is more complicated, for, generally speaking, the rise in 
prices is not immediately followed by a proportionate rise in all the 
costs of production including wages. Therefore, prima facie, this 
class should benefit at least in the beginning. But, as will be shown 
below, the increased wages of the operatives in the manufacturing 
industries have in most cases exceeded the rise in prices. The fall 
in prices since 1920 has further increased the real wages of factory 
labour, and since no proportionate increase in efficiency is as yet 
in evidence, the manufacturers have on the whole suffered on the 
score of wages. The rise in prices during the War and the early 
post-War perjod no doubt brought the manufacturers immense 
profits, which would have been even higher but for Gorvernment 
interference. But these profits were mostly dissipated in the 


' It may be noticed that in recent years there has been an,^ attempt on 
the part of the labouring and tenant classes to secure for themselves the 
advantages of collective bargaining by the formation of tenant unions and 
kisan sahhas, not to speak of recent legislative interference on their behalf. 
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distribution of recklessly high dividends, instead of being utilized 
for strengthening the reserves. ‘ Full steam ahead and damn the 
consequences* jeemed to be the motto of the mill-owners, and they 
are now paying the penalty for this policy. The difficulties of the 
present period of depression could not indeed have been avoided 
altogether by afty amount of foresight, but the lack of foresi[fht 
has certainly added to them to an appreciable extent. 

§17. Labour in rural areas and cities. — In the pre-War period, 
as Mr K. L. Datta shows, the nominal and real wages of the 
different classes of labohrers rose, though the rise in real wages 
was not so high as in the rural areas, being 38 per cent iR the 
rural areas ancl 28 per cent in the cities. We have already traced 
the course of wages in the case of industrial labour during and after 
the War. (with special reference to conditions in Bombay). The 
rapid rise of prices between 1917 and 1920 led to an epidemic 
of strikes, and in some cases there were even bread riots and 
loorting of bazaars. After 1921, however, a definite improvement 
in the condition of industrial labour both by an increase of wages 
and a progressive fall in the cost of living, took place. But the 
adverse position of industry in the recent years of depression resulted 
in lower wages, widespread unemployment and much suffering 
atiiong the wage-earning classes. A partial improvement is now 
(1938) in evidence. 

§18. Effects on persons with fixed incomes. — 'J'hc worst sufferers 
from high prices are persons with fixed money incomes, like 
pensioners, clerks and, in general, the lower grades ol state and 
commercial employees, or those dependent on income from securities 
and shares, and professional men who live upon customary fees. 
These classes, collectively styled as the middle classes, suffer 
greatly during periods of high prices o\\ing to their fixed money 
earnings and the heavy increase in the cost of food, clothing, 
lighting, house rents, and the wages of such labour as they happen 
to employ. Their social status debars them from undertaking work 
of certain kinds, while the market in which they themselves compete 
for employment is chronically overstocked. Nor have they yet 
learnt the value of organization and collective bargaining. 

§19. The latest phase: slump in prices. — Prices yi India having 
reached their maximum jn' 1920 began to decline from 1921, and 
for some time the process was more rapid in the United Kingdom 
than in India, endangering the Government policy of stabilizing 
the rupee at 2s, gold. The sale of the Reverse Councils in 1920 
and the consequent deflation of currency led to a fall of prices. 
Also, as a result of the adverse balance of trade in 1 920-1 and 
192 1-2, there was an actual export of gold from India. Lastly, 
27 
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there was the influence of world forces on Indian prices, explaining 
the striking parallel downward movement in India, the United 
States and the United Kingdom until 1929. (See Table on p. 409 
above.) The influence of the is. 6d. ratio in depressing Indian 
prices has already been exhaustively dealt with and we need not 
saj anything further here on that score. 

The downward movement of prices was very appreciably 
accelerated after the Wall Street collapse in America (October 
1929),^ and is illustrated by the table on p. 419. It was a phenomenon 
from which no part of the civilized woi'id escaped. The prices 
of primary products fell more than those of manufactured articles, 
*and agricultural countries like India were more adversely affected 
thereby tii'in industrial countries like the United Kingdom. An 
idea of the magnitude of the fall in India may be gathered from 
the statistics of the index numbers of prices in the table on p. 419. 
The Calcutta wholesale price index number (July 1914=100) stood 
at 143 in September 1929. In September 1931 , when Great 
Britain went off the gold standard, the index number stood at 91 
(i.e. below the pre-War level). The rupee, which was then linked 
to sterling, reacted to the immediate consequences of sterling’s 
departure from gold, and the price level improved to 98 in December 
of the year. This advantage was not maintained in 1932, which 
saw a steady decline to lower levels, the index number falling to 
88 in December 1932. In March 1933 it dropped to 83, but 
thereafter the price level steadied itself, and in December 1933 
the index number stood at 89. January 1934 saw an improvement 
by one point which was lost in the succeeding month, while in 
March there was a further fall to 88. During 1934 and 1935 the 
price level generally fluctuated within a margin of two points from 
this level, the changes being more often in the upward direction. 
January 1935 was, however, an exceptional month and saw a sharp 
rise by six points from 88 in the preceding month. This advance 
was only temporary and was due to a speculative rise in the price 
of cereals and oil-seeds. From 87 in March 1935, the index 
number rose to 93 in December 1935. Thereafter there was a 
relapse, and in April 1936 the index stood at 90. Later there was 
a limited recov,ery ^ and the year closed at 94. Prices had moved 
up by as much as ii points by August J937, when the Calcutta 
index stood at *105. This rise was caused partially by the world- 
wide rearmament campaign and prevalence of boom conditions and 
speculation. Since then the economic recession, which started in 
the United States of America, has had a depressing influence on 


* Ante, ch. viii, §24. See also ch. vl, §7. 
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prices in India, as is shown by the decline of the Calcutta p/ice 
index to 94 in April 1938.^ A slight recovery is now in evidence, 
the July index ishowing a rise of one point. 

It will be noticed from the table below that the price fall was 
greater in India than in the United Kingdom, Australia and Canada. 
In the U.S.A., after the disastrous fall of prices up to March 1933, 
a welcome improvement was noticeable before the recent recession. 
In April 1935 there was a gain of, gbout 8 points in the wholesale 
price level in that country due to the devaluation of the dollar as 
well as to the operation of the N.R.A. (National Recovery 
Administration^ and the Agricultural Adjustment Administration. 
In Japan, which left the gold standard in 1931, the trend has been 
definitely upward, especially from 1935. In France, which was 
the most 'important country in the gold bloc, the trend of prices 
was almost continuously downward, until the devaluation of the 
franc and virtual abandonment of the gold standard towards the 
end of September 1936. Since then prices have considerably 
advanced in that country. It will be noticed that prices in India 
have not advanced to the same extent as in other countries. 

Index numbers of wholesale prices in Calcutta and Bombay 
, and some foreign countries^ 
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^ Reserve Bank of India, Statistical Summary (July, 193S), p. 6. 

* Repoft on Currency and Finance (1937-8), Statement I. 

* The table shows that the Bombay index number followed a moi'e or 
less parallel course as compared with the Calcutta index number, but the 

^increase in the Bombay index number after the middle 'of 1936 was gireaWr, 
being nearly 10 points in March 1937. 
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•One serious aspect of the price fall in India is the disparity 
in the price levels of raw materials and manufactured articles. 
This is shown by the index numbers of prices for exported articles, 
comprising mostly raw materials,^ and for imported articles, 
consisting mostly of manufactured articles. As compared with 
September 1929, there was in December 1931 a fall of 39 per cent 
(according to the Calcutta index) in the case of the exported 
articles, while in the case of imported articles the fall was only 17 
per cent. In recent years, especially since the middle of 1936 (when 
the prices of primary commodities recorded a considerable apprecia- 
^tion) however, there is a marked tendency for ^the prices of 
manufactured (imported) goods to adjust themselves more and more 
to the level of exported articles, as shown by the fact that the 
level of export prices was only 29 per cent below in Mafrch 1937, 
as compared with 25 per cent in the case of import prices (with 
1929 as the base). Thus the difference between the two was reduced 
to four points-^ This has had a beneficial effect cm the economy 
of India, which is predominantly an agricultural and raw-material- 
producing country. 

§20. Causes and effects of the fall of prices. — ^The causes ^ of 
this world-wide fall in commo'dity prices were monetary as well 
as non-monetary.* The total world-production of gold urftil 
recently did not keep pace with the demand, and the position was 
aggravated by maldistribution of the available supply, most of which 
has been absorbed by the United States and France. This resulted 
in depleting the reserves of the central banks in other countries, 
forcing them to follow a policy of drastic deflation. The principal 
non-monetary cause was overproduction in comparison with the 
normal rate of consumption of raw materials as well as manufactured 
articles, but especially of raw materials. The political unrest in 
many parts of the globe, notably in India, China and South 
America, further aggravated the depression and fall in prices. 
We have already referred to the view that the overvaluation of 
the rupee at is. 6d. has depressed prices in India. This factor, to 
the extent to which it operated, applies to the earlier period of 
non-adjustment Vather than to the later period. It is obvious that 
world factors kre far more to blame than the internal causes. 

The adverse effects of the fall in prieds on the foreign trade of 
India and the balance of trade during the period 1929-30 to 1936-7 


^ The prices of agricultural staples like rice, wheat, jute, oil-seeds and 
cotton disastrously fell, especially in the years 1930-3. 
v See Review of the Trade of India (1936-7), p. 22. 

• See Paul Einzig, World Econornie Crisis, chs. vi and viii ; and 

H. F. Fraser, Great Britain and the Gold Standard^ ch. v. 
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have already been discussed (see ch. vi, §§7 and 16). The 
agriculturist has been hard hit because his receipts have dwindled 
owing to collapse of prices^ while the incidence of his obligations in 
the shape of land revenue, rent, interest charges, etc., even when 
nominally unaltered, has become more and more onerous. This 
has seriously aggravated economic depression in the country by 
reducing the purchasing power of the agriculturist. It should be 
noted, however, that in spite of tbe^ fall in agricultural prices, our 
agricultural production did not contract as prices fell; in some 
cases even a tendency to increase in production was evident. In 
the Indian coyditions, the agriculturist has to receive what price ^ 
he can, and a vicious circle is set up whereby a decline in prices 
brings about some overproduction, and overproduction further 
depresses* prices. The production of industrial raw materials like 
jute and rubber showed some amount of decrease. The economic 
blizzard also seriously affected public finance. Increased taxation, 
drastic retrenchment and deficit budgets sum up the effects of the 
fall in prices on finance. 

The bij» drop in the purchasing power of the agriculturist and 
thft heavy burden of taxation (c.g. the sharp increase in the income 
tax and the levy of surcharges) has* adversely affected the position 
of*industry and the volume of employment (sec also chs. xi and xii) 
though the depression has not been so acutely felt there as in 
agriculture. During the last four years, however, there has been 
a limited economic recovery and India may be said to have passed 
through the worst of the crisis.^ India like the rest of the world 
has experienced a certain amount of unwelcome * recession as 
is shown by the downward trend of prices of goods and securities 
and the lower level of industrial profits. But the recession itself 
seems now to be receding.’ 

^ Taking thf* right provinces (Burma, Bengal, Bihar and Orissa, Madras, 
Bombay, Punjab, United Provinces, Central Provinces and Bcrar) together theie 
was a fall of 53*6 per cent in the money value of agricultural produce in 
1933-4 as compared with 1928-9. During the same period the value of the 
total production of the principal crops in these eight provinces declined from 
Rs. 1,021 crores to Rs. 474 croies. This indicates the big set-back to the 
purchasing power of the agriculturist. • • , 

* For a detailed study ofii the course of trade depression and the effecls 
of the fall in prices on India the reader is referred to Bfij Narain, India 
in the Crisis; Sir ]. C. Coyajee, Tht World Economic Depression; K. T. Shah, 
World* Depression; and article on ‘World Depression and India* by P. S. 
Narayan Prasad, in Indian Journal of Economics, October 1935. 

• This was written in September 1938. 
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BANKING AND CREDIT ^ 

§1. Constituents of the Indian money market.^ — ^The money 
market and banklnf^ syslrm of India comprise the follcrwing principal 
constituents: (i) The Reserve Rank of India; (ii) The Imperial 
B ank of India (oripnally the Presidency Banics); (iii) The Exchange 
Bank s (mostly European or foreign); (iv) The Indjan JoinNSt dek 
B^ks on European lines ; (v) The Co-operative Banks ; (vi) The 
numerous and heterogeneous group of indigenous bankers and 
brokers, called” Ly difTerent names in dilTerent parts of, the country, 
such as Shroffs, Multanis, Banias, Marwaris, Sahukars, Mahajans, 
and Chetties, whose oi>erations are almost entirely confined to the 
interior of India. The Indian money market is usually divided 
into two parts: (i) The Reserve Bank, the Imperial Bank, the 
Exchange Banks, and the Indian joint-stock banks constitute the 
central part, which may be called the European money market, 
(ii) The moneylenders and indigenous bankers, together with loan 
offices (in Bengal) and nidhis and chit funds (in Madras), constitute 
the bazaar part of the indigenous money market. The Co-operative 
Banks occupy an intermediate position. Bombay and Calcutta may 
be said to constitute the national money markets, as distinguished 
from a number of small local money markets in the up-country 
areas. The money market in India thus consists of numerous 
sections which are loosely related to each other, and offers a marked 


‘'The most authoritative and exhaustive treatment of the subject of Indian 
banking and credit is now available in the Reports and volumes of evidence 
of the various Provincial Banking Enquiry Committees and of the Central 
Banking Enquiry Committee, appointed in 1929-30 in response to persistent 
public demand for a comprehensive inquiry. Before submitting its own Report 
the Central Banking Enquiry Committee had to take into consideration the 
Reports of the Provincial Committees. It had also to consider the views of 
the specially requisitioned body of six foreign experts. The foreign experts 
wrote a separatee Report which has been included in the Central Committee's 
Report. The Central Committee's Report (193 i)t is often referred to in this 
chapter as C.B.Rt, the numbers indicating the paragraphs. 

■ ‘ The term money market refers to the vast array of speclajizing insti- 
tution s, such as the banks , s tock exchange s, b ill-broker s, ac ^tance hou^ , 
I nisr and fi nance co mpanies and other specializing credit agencies q(hose main 
task is to supply Ifie needed stock of money, be it State or Commodity 
money, or substitutes for the legal tender State money known as representative 
money or Bank money.’ — B. Ramachandra Rau, Banks and the Money Market, 
Lecture I. 
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contrast with the highly organized and close-knit London money 
market. This subject is further discussed in §§25-8. 

In additions to these main types, there are the Postal Savings 
Banks, the Land Mortgage Banks, which have recently come into 
existence, and the Stock Exchanges, at Bombay, Calcutta, Madras 
and Lahore. 


History of I^djan Banking 

§2. Indigenous banking. — Indian b anking is as ancient as Indiaa 
rommerc^. Perhaps India knew more about banking and knipw it 
earlier than aiy otEer country in the worl<J-.^ The Arthashastra of 
Chanakya (about 300 B.c.) describes powerful guilds of merchant 
BahkerF^who received deposits, advanced loans, and, in shorty 
carr ied -on functions in many ways comparable to those of modern 
banks.’ Meadows Taylor in his Student* s Manual of the History of 
India gives a flattering description of ancient Indian banking in 
the following words : * The laws of Menoo disclose how thoroughly 

the science of banking was known 3,000 years ago. Then bankers 
understood and followed the fluctuations of money value: they kept 
TCCCouht Books, day-books and ledgers by single and double entor. 
They charged interest, simple and compound, they made insurances 
by sea and land, they granted bills of exchange, and in short they 
followed the practices of modern times which are little changed 
from ancient rules. • 

The Mohammedan invasions of India initiated a period of 
disturbance and Insecurity which were fatal to these old banking^ 
Institutions. It w as no longer safe for people to entrust to them 
their ^savings, which began^ consequently to be s ecreted in 
Individu i^_ bankers, however, continued to prosper and they 
c ombine d commerce with banking. They advanced loans 
state, and many influential bankers’ families were attached to one 
or other of the native courts. ‘ No rdyai" court complete 
without a state banker, who w^as often invested with the powers of* 
a minister.’ The history of the house of Jagat Seth, hereditary 
bankers of the Nabobs of Bengal, shows the important part played 
by these bankers in the politics of the country.* Even the East 
India Company had to rely on Indian ba nkers for loans an d remit- 
tances, and they continued ^ dominant influence as state^ 

I 

* *From times immemorial the banker has been an indispensable pillar of 
Indian society. There is plenty of evidence to show that even prior to ttiVi 
advent of occidental ideas India was no stranger to the conception of banking.****^^ 
M. L. Tannan, Banking Law and PracHee in India^ p. at. See also L. C. 'Jain,' . 
Indigenous Banking ht India, pp. 3-16. 

* See H. Sinba, Early Euro^an Banking in India, pp. 1-3. 
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financiers till the, adYfiot'.of the European Agency Houses. Besides 
the competition of these Agency Houses, towards the end of the 
eighteenth century several circumstances arose which were adverse 
to the continued prosperity of the indigenous bankers, for insta'hce 
the esta blishm ent of European types of bank^, such as the 
Presidency Banks, and the introduction of a uniform currency which 
hit the important money-changing part of their business. These 
bankers, however, managed to .survive. 

2 ^ Eycn^now the indigenous banking systepi plays a very important 
’ part ^in the monetary organization of the country. The Indian 
^banker^ is to be found in every village, town aryl city in the 
co^try. ‘ The type ranges from the small village capitalist to the 
wealthy Avell-established private partnership, generally a family 
partnership, of merchant bankers which has agencies in. and outside 
India. A special type is that of the Chetty community in Madras, 
where there exists something approaching to joint responsibility of 
the community as a whole. The Nattukottai Chetties of the 
Madura District of Madras are especially famous as traders and 
-•bankers, and their operations arc almost world-wide in their scope. 
**The banking business carried on by Indian shroffs and money- 
lenders must be enormous in the aggregate. The general standard 
of blTStfiess'’ morality among Indian bankers has been universally 
recognized to be very high. Indigenous Indian banking is not 
Wganized on the joint-stodc basis. Generally also there is 
^comparatively little capital from deposits, and withdrawals against 
deposits are in cash and not by cheques. There is no share capital, 

f e liability is single or, in the case of a partnership, joint, 
is unlimited. The Indian banking firm or shroff generally 
es trade with the business of finance.*’ Indian shroffs, unlike 
iglish bankers of the eighteenth century, have never issued 
^)ayable on demand, although legal prohibition to issue notes 

I^XipAentral Banking Enquiry Committee gave tho following definition : 
indigenous bankers is meant all bankers other than the Imperial Bank 
^ India, Exchange Banks, the Joint-Stock Banks and Co-operative Societies, 
the expression* includes any individual or private firm receiving deposits 
and dealing in htmdis lending money.* — Par. 107. Those who do not receive 
deposits fall under other indigenous credit agendes (e.g. the village money- 
lender). 

I * M. S. M. Gubbay, Indigenous Banking in India, pp. u-12. 

* It has been suggested that this combination of functions is one tff the 
why Indian banking, having arrived at a certain high state of develop- 
t^ent, has not progressed further. The tendency to engage in other than purely 
"voicing business is on the increase because of the provision of modem banking 
morM*emittance facilities and also because of the extension of trade and industry. 
Lectu. c.‘ Jain, op. cit, pp. 43 " 4 ' 
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did not exist for a long time. The great difference between modern < 
banking on European lines and the indigenous banking system 
aTTses from thd growth of joint-stock banks in modern times and^ 
the universal use of the cheque as a means of remittance through^ 
the mechanism of clearing houses. In times gone by, the principijdyK 
business of the shroffs was to change money, ' a function which, y 
AS we have seen, was especially important when each petty state 
minted its own standard coin and 'the country, was flooded with a ' 
large quantity of varied forms of metallic money. The shroflFs also< 
gave letters of credit, dealt in hinidis^ which are the indigenous^ 
analogue of cheques or internal bills of exchange, and occasionally 
helped the state in financing great undertakings. 

§3. Present position of indigenous banking. — Even at the 
present time the shroff continues to play an important part in the 
financial system of the country as an indispensable link between, 
the Indian money market and the vast trading communi^. He - 
finances the agriculturist, the f>elty aitisan and the small trader,^ 
assists in the movement of c’ops to consuming areas or to the 
ports, and distributes all kinds of goods in the interior of the , 
country He sends his af>ents with .specie by rail, when necessary, * 
in the harvest season, 01 he buys bills on Government Treasuries, * 
and, when in need of funds, discounts his bills with the Imperial I 
Banlc or other banks in the commercial towns * The indigenous^ 
bankers are in some ways formidable competitors to the big 
joint-stock banks organized on modern lines. As they pay a higher 
rate of interest they sometimes attract deposits more readily than the., 
bigger bank*?. They also lend on personal security, and, in general^ 
terms, their requirements with regard to secuiity are more easy to' 
satisfv than in the case of banks. They are also at an advantage^ 
because under the present conditions the modern type of Hanks in . 
India can never hope to get into sufficiently close touch with the ' 
affairs of the vast trading community all over the countrv to' 
enable them to grant accommodation directly to more than a few ofj 
the bigger traders. The Indian bankers^^ therefore, are in existing 
circumstan ces indispensable middlemen. The BnJjington Smithy 
Committee describes in the following words the manner in 'which 
the indigenous financial ajfency comes into contact with the modern 
monetary organization : * The people with whom the banks deal'' 
directly are for the most part large shroffs of good standing in 
the pt-incipal cities. These men operate with their own capitalj 
and generally speaking, it is only when they have laid out all their^ 
available capital in purchasing the himdis of other and usually 


* See Shirras, Indian Finance and Banking, p 241. 
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sntaller shroffs that they come to the Presidency Banks. The 
shroffs, whose hundis the larger shroffs have purchased, have 
probably also similarly financed other and still sntaller shroffs or 
mahajanSy and so on, until we get down to the smallest flea of 
all, namely the village bania or grain-dealer or, goldsmith. For 
instance, shroff A' at Amritsar may purchase a bill drawn by a 
larger shroff at Lahore, who sells it to the Presidency Bank, which 
sends it to their Bombay agepcy for collection, or the bill may be 
a pure finance bill generally known as a hand bill as opposed to 
a ‘V^ade ** bill, drawn against produce.’^ 

The jgrowth of modern banking has not materially affected the 
business of the shroff. On the other hand, he has good reason to 
welcome it as relieving him of much inconvenience, for example, 
as regal ds sending specie and obtaining accommodation. He buys 
the hundis drawn by the trading community, charging them a rate 
of discount above the bank rate, the difference constituting his 
profit.* Though some of the indigenous private banking firms are 
being conveticd into private banks conducted on modern lines 
and issuing cheques, most of them still follow their old traditional 
methpjjfe. 

* Need for co-ordination between the old and new banking 

systems. — II is generally recognized that in order to mobilize effect- 
ively the capital resources of the country as well as to establish 
any kind of unitary control over its credit organization, the indi- 
genous banking system must be brought into an organic relation- 
ship with the new joint-stock system. As Sir George Schuster 
pointed out in the course of his remarks on the Reserve Bank 
Bill (1933) in the Assembly: ‘ It is impossible to over-estimate the 
importance of the part that the indigenous banker plays in the whole 
of the banking and credit machinery of India. I think it will be no 
exaggeration to say that his part of the organization represents, 
if anything, more than 90 per cent of the whole; and it is un- 
fortunately true that the links between the whole of this system 
and the modern banking system of India, in spite of the develop- 
ment of rural co-operative societies and in spite of the opening of 

^ Hundis are*drafvn to serve three distinct purposes: (i) for raising a loan 
(here the hundi corresponds to the finance bill hand bill); (ii) for financing 
trade, when it corresponds to a bill of exchange (but hundis^ unlike bills of 
exchange, are not always accompanied by documents of title like sale contracts, 
invoices, and warehouse receipts, and are usually without them) ; (111) for 
remittance of money from one place to another, whether for purpdSes of trade 
or otherwise. 

* The bazaar hundi rate of discount is as a rule a or 3 per cent abc^e 
the bank rate in Calcutta, and about i) per cent in Bombay, where the 
competition amongst the shroffs is unusually keen. 
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one hundred new branches by the Imperial Bank of India, ’are 
still rudimentary and incomplete. . . . Until the vast portion of 
India’s banking and credit machinery, which is represented by 
the indigenous bankers, is put into gear with the relatively small 
machine of the piodernized money market, with the Reserve Bapk 
as its central control, it will be impossible for the Reserve Bank 
to exercise full control of currency and credit of India, which is 
understood as the function of a Central Bank in western countries; 
and it will be equally impossible for the masses of the people 
who populate the countryside of India to get the full benefits of 
credit and backing facilities on reasonable terms, which a well- 
organized system of banking ought to give.* 

^The Central Banking Enquiry Committee made a series of 
valuable recommendations with a view to bringing about a better 
co-ordination of the indigenous banking system with the general and 
especially the central banking organization of the country. Thej 
favoured t he direct linking of the indigenous bankers with the 
Reserve B^k of India wher- the latter was established. They; 
suggested certain conditions for the inclusion in its approved list ofj 
inSigenous bankers, such asj^ the limitation of their hiiRineRs to 
banking proper, having a certain suitable standard of owned capital 
(which should be lower than in the case of joint-stock banks)^ 
m aintaining of account books in the usual manner and 
them audited annually hy r ecognized auditors^ and making thennil 
a vailable to t he Reserve Bank for inspe^on and audit. SucH/ 
bankers should, however, be exempted from the rule relating to 
compulsory deposits wit h the Reserve Banl^ (applicable to joint-stock* 
banks) during the first five years of tlJe working of the Reserve 
Bank, provided their deposits do not exceed five times their capital.! 
Indigenous bankers scheduled to the Reserve Bank were to be given 
certain privileges, the principal ones being the rediscounting of 
their commercial paper by the Reserve Bank, remittance of funds 
at the same rates as arc charged to all joint-stock banks and; 
extension of the benefits of the Bankers* Books Evidence Act.*^ 
(Pars. 139-42*) 


* The Central Banking Enquiiy Committee made certain other recommendav 
tions regarding the indigenoUfe bankers, for instance, that the Reserve Banki 
and the joint-stock banks should use such bankers as thefr agents for the< 
collection of cheques and bills in the same manner as in the case of banks, 
that indigenous bankers on the approved list of the Reserve Bank should be 
allowed to affix against their names the designation * Member of the Central 
Bankers* Association * when the latter was established, etc. They did not, 
however, favour compulsory licensing of indigenous bankers^ being apprehensive 
that compulsory licensing would scare them away and discourage them from 
following banking pursuits. 138 and 145. 
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•It was hoped when the Reserve Bank of India Bill (1933) was 
on the anvil of the Legislature that provision would be made in 
the Bill to implement the recommendations of the Central Banking 
Enquiry Committee. Great disappointment was felt in the country 
when no such provision was made, its omission being justified on 
the grorund that the Government could not tackle the problem 
immediately, though they felt that some action ^\as necessary. 
Accordingly a statutory obligatk>n was imposed on the Reserve 
Bank under clause 55(i)(a) of the Reserve .Bank of India Act (1934) 
to pi^esenl a ‘ repoit at the earliest practicable date and in any 
•case within three years to the Governor-Gcneral-ip-Council with 
proposals, if it thinks fit, for legislation on the extension of the 
provisions of this Act relating to scheduled banks^ to persons and 
firms not being scheduled banks engaged in British ^ India in the 
business of banking 

§5. Reserve Bank’s scheme of linking indigenous bankers. — In 

connexion with this obligation the Reserve Bank addressed a 
circular letter to all scheduled banks and representative indigenous 
bankers on 6 May 1937 with a view to eliciting their opinion on 
the possibilities of linking the indigenous banker with the Reserve 
Bank. view of their great numbers and the highly personal 
and fluid character of their business, the Reserve Bank proposed 
toT clcaT wTtIT the shroffs through some intermediate agency, ^g. 
se hed tried BahlcS)'~wnirch wouT<T share the financial responsibility and 
uhcTertake the detailed examTnatFon which was necessary if credk 
wais ttrbe accorded. Under this provisional scheme the shroffs were 
to get their bills arid notes discounted with the scheduled banks, 
which in their turn were to be enabled to get these documents 
rediscounted with the Reserve Bank.^M the same time, the Reserve 
. Bank indicated the c onditions subject to which it was prepared ta 
establish a direct link with itself. Among other conditions, the 
indigenous bankers were required to or ganize themselves into self - 
con tained legal entities with at least Rs. 5 lakhs of their own 
capita l (as in the case of scheduled banks), to maintain the sam^ 
deF>osits with the Reservt Bank as the sched uled ban ks, tp^ se gregat e 
tK cir ranking from non-bankmg bus iness, and to maintain proper ly 
audited accounts. 

This provisional scheme, which preferred indirect linking and 
laid down very stringent conditions for direct linking, raised a 
storm of protest. It was alleged that the Bank had exagg€$rated 
the difficulties of direct linking and had disregarded the recom- 
mendations of fhe Central Banking Enquiry Committee and the 


* See §55 below. 
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wishes of the Central Legislature. In the light of the replies 
received from the Shroffs* Association and commercial organizations, 
Sir James Taylor, Governor of the Reserve Bank, issued a second 
draft scheme on 26 August 1937, for the direct linking of private 
nkers in accordance with the recommendations of the Central 
Banking Enquiry Committee and the regulations relating to banking 
companies incorporated in the Indian Companies Act as amended 
in I936.^^^riefly the Bank suggrst;e(l that if the indigenous bankers 
were to come into practical relatic^nship with itself, they would 
have to for malize their methods of banking on the ^Imcs 
approximating to joint-stock banks and in particular develop the, 
deposit side of banking activities. Indigenous bankers with 
owneff^ apital of at le ast Rs. 2^ lakhs— which might he raised to 
Rs. 5 lakhs at th^ end^ of _fi3:e years — would be entitled to apply for 
registration in the books of the Reserve Bank as private bankers. 
They mufit-wmd up- their non-banking business within a reasonable 
time. They would not have to furnish compulsory deposits unless 
their time and demand liabilities were five times and more in excess 
of their capital in the business. They must maintain proper books 
of* accounts and have them audited by registered accountants. 
They must file with the Reserve "Bank periodical statements of 
thfeir affairs and must also in the interest of their depositors 
publish the returns prescribed for banking companies^ Indigenous 
bankers satisfying these conditions would have theprivilege of 
direct rediscount with the Reserve Bank against eligible paper, 
the right to secure advances against Government Paper, and 
remittance facilities similar to those for the scheduled banks. 

^he replies to this scheme received from the shroffs and com- 
mercial bodies show that generally the indigenous bankers disagree 
ivith the suggestions regarding taking of deposits and giving wide 
publicity to accounts. They are also not prepared to confine them- 
selves to banking business. They thus desire the Reserve 
Bank’s scheme to be so modified as to be incompatible with its 
main proposals. The Reserve Bank has therefore informed the 
Government of India that it cannot recommend any immediate 
egislation to amend the Reserve Bank Act in * regard to the 
extension of its provisions relating to scheduled *banks to the 
Drivate bankers, though,^ as mentioned in the Bank’s Statutory 
Report on Agricultural credit (issued in December 1937) the offer 
made* in its letter of 26 August 1937 is still open and the Bank 
vill be prepared to take the matter up with the Government with 
i view to amending the Act, if the indigenous bankers are 


> See §21. 
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prepared to conform to its conditions or suggest any other 
practical alternative. In the me antime, the Resenre ._Bi|nk_is 
considering whether it would be possible, to- develo p open market 
‘loperatloms ^n~~^ade' mis as this would give first-class indigenous 
hnnkpr.^nlnggr ri^latinnghip without the “necessity oT'malcIng any 
ra*dical changes in .their present business methods. 

It is very unfortunate that there exists at present a deadlock 
between the Bank and the indigenous bankers. We believe that 
this problem is one of proper rapprochement. On the one hand, the 
Reserve Bank should realize that modern banking standards cannot 
^be immediately applied to the shroffs and a certain temporary 
relaxation is necessary to enable them to come within its orbit. 
Ultimately, however, the shroffs must come into line with the 
scheduled banks as much in their own interest as in that of the 
Reserve Bank, which as the Central Bank of the country has to 
hold the balance even between the various constituents of the 
Indian banking system. 

As regards the hope of the Bank that the ultimate solution of 
this problem could be found in the development of an open bill 
market in which first-class bills are freely negotiated, as the Bahk 
itself realizes there are many difficulties in the way. This question 
is fully discussed in §29 below. ‘ 

§6. Beginnings of modern banking. — ^The European system of 
banking was first introduced into India by the Agency Houses of 
Calcutta, which started a banking side as an aid to the conduct of 
their business. In their capacity as bankers, the Agency Houses 
did business with the merchant princes in India and with the 
planters, advancing loans on mortgages of ships, indigo factories, 
etc. The European community in India and the English officers 
of the East India Company deposited their savings with them in pre- 
ference to investment in public securities, owing to the attractive 
rates of interest offered by the Agency Houses. The Agency Houses 
came to grief as a result of engaging in speculative transactions, 
and the commercial crisis of 1829-32 put an end to them. The 
banks managed on European lines were thus not at first joint- 
stock banks, dor are they so exclusively at the present day. 
European firms like Cox or Grindlay, and navigation companies 
like the Peninsular and Oriental, have ^ banking side to their 
business. The first purely banking institution on European lines 
was the Bank of Hindostan, established in Calcutta by Messrs 
Alexander & Co. The bank disappeared in the crisis of 18^9-32 

Annual Report of the Reserve Bank of India (1937)1 PP* ^*9 Statutory 
Report of the Reserve Bank on Agricultural Credit, pp. 42-3. 
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when the firm of Messrs Alexander failed along with others, pn 
their ruins arose the Union Bank> a joint-stock bank created by 
co-operation an^ong all the leading Calcutta houses, but this also 
disappeared in 1848.^ 

§7. The Presidency Banks. — ^The foreign trade of the country 
was comparatively small in the earlier part of the nineteenth 
century, and the financing of the internal trade was looked after 
by the indigenous bankers already described. As trade gradually 
developed, the need for banks of the European type was experienced, 
added to which was the interest of the Company’s Government in 
regard to their own banking business. Reliance on the Agincy 
Houses or on ‘the Indian bankers was being found so expensive 
and unsatisfactory that it sufficed to overcome the reluctance which 
the Company had displayed so far to promote the establishment 
of new banking institutions. In these circumslances the Bank of 
Bengal, the oldest and the most powerful of the Presidency Banks, 
was established at Calcutta in 1806 by a charter issued by the 
East India Company with a capital of Rs. 50 lakhs, 10 lakhs being 
contributed by the East India Company. The first Bank of Bombay 
wa;^ established in 1840 with a capital of Rs. 52 lakhs, three lakhs 
of which was subscribed by the Government. This bank came to 
grief in 1868 as a result of its participation in the wild share 
speculation caused by the civil war and cotton famine in America. 
A second Bank of Bombay was established in the same year with 
Rs. I crore as capital. The Bank of Madras was started in 1843 
with a capital of Rs. 30 lakhs, three lakhs being subscribed by 
the East India Company. 

The establishment of the three banks put an end to the 
possibility of the Bank of Bengal becoming a bank for all India, 
an idea which had been in the air for some time. 

From the very beginning, the Presidency Banks had a close 
connexion with the Government of the country, which not only 
subscribed a part of their capital, but also had the right to nominate 
some of their Directors. Up to 1857 the offices of the Secretary and 
Treasurer were usually held by a Civil Servant of the East India 
Company. In return, the banks enjoyed some concessions, of which 
the monopoly of Government banking was the .most important. 
The right of note issue had little practical value on account of 
several restrictions, such as that the total liabilities on demand 
were not to exceed three times the cash reserves at first and four 
times s^terwards. From 1839 onwards even the total amount up 
to which the notes could be issued was fixed. In 1862, as we 


* The subsequent progress of joint-sto6k banks in India is reviewed in §15. 
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ha^e already seen, the right of note issue was taken away, the 
Government having introduced titheir own paper currency. As a 
sort of compensation, the cash balances of the Gpvernment were 
placed with the Presidency Banks at the Presidency towns. ^ 

By the Presidency Banks Act of 1876, the Government withdrew' 
rtieir portion of thp capital and relinquished the right of appointing 
Directors and Secretary and Treasurer. After this the Presidency 
Banks lost their official character but remained distinct from other 
banks, being gover'ned by the special Act of 1876 and regarded 
both by the public and the Government as 'the most important consti- 
tueifts of the banking system of the country and as an integral 
part of the Indian treasury system. The bulk of their business 
was like that oi any ordinary bank, namely receipt of deposits and 
discounting. But they acted as bankers to the Government to a 
limited extent. For instance, they managed the temporary public 
debt of the Government of India and enjoyed the privilege of using 
certain minimum Government balances. Although not state banks, 
they always had some connexion with the state, and under the 
special Act of 1876, the Government were entitled to audit their 
accounts, to call for information and to make it obligatory on tljem 
to publish weekly statements of their accounts. This public control 
was intended to safeguard Government interests and ensure a 
development of banking on sound lines in the country. 

§8. The Reserve Treasury system. — Between 1863 and 1876 
the whole of the Government balances at headquarters was kept 
with the Presidency Banks. But trouble having been exp)erienced 
in getting the funds back from the Banks of Bengal and Bombay, 
the Government of India established their own treasuries (Reserve 
Treasuries) in 1876 at Bombay, Calcutta and Madras. The 
Government balances henceforward were held largely in these three 
Reserve Treasuries, only small amounts — ^just enough for safety 
and day-to-day requirements — ^bcing held in the district and taluka 
treasuries. Under the new arrangements which came into opera- 
tion in 1876, the Government agreed to pay interest to the banks on 
the difference between the actual depeysits and the minima fixed, 
in case the former fell short of the latter, but they gave no under- 
taking to keap apy balances whatsoever with the banks. Actually 
the banks held cash balances generally tin excess of the minima, 
though they were far from satisfied with this. A large amount 
of revenue flowed into Government Treasuries and remained 
locked up there, especially at a time when it was badly wanted by 
the money market. Broadly speaking, November to June is the 
busy season in India, and July to October is the slack season 
(except in Calcutta, where the busy season falls between July and , 
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October). The receipts of revenue are heaviest during the fdur 
months from January to April, that the heavy revenue period 
synchronizes with the active business season. The Government had 
to maintain larg^e working" balances, as the receipts of revenue 
are very unevenly distributed throughout the year, whereas the^r 
expenditure proceeds at an even pacc.^ It was, however, gene- 
rally felt that it was possible for the Government to extend greater 
assistance to the money market -ixithout endangering their own 
safety. 

Various proposals were made from time to time that iDans 
should be issued to the public for short terms from the Reserve 
Treasuries through the Presidency Banks. The Government were 
unwilling to accept these proposals on the ground that in the peculiar 
circumstances of India they were subject to sudden calls and 
emergencies, and that loans, besides being unsafe to the Government, 
would also be undesirable for trade itsi‘lf, which was likely to be 
led into dangerous commitments if it came to regard capital 
supplied by the Government, and not representing the savings of the 
community, as a resource that could be relied upon. Persistent 
representations, however, evoked a. qualified response, and the 
Government of India proposed to the Secretary of State in 1898 that 
as part of the business management of the Treasury balances, money 
should be lent to the Presidency Banks at i per cent less than the 
declared minimum rate of interest during the months of January to 
May of each year. The Secretary of State accepted the proposal, 
subject to the condition that these loans should not be allowed to 
interfere with the Government disbursements in India and remittances 
to England, and that they should be made at the current bank 
rate. These conditions being too rigid, loans from the Government 
were rarely resorted to. The Chamberlain Commission proposed, 
as an alternative to the partial or complete abolition of the Reserve 
Treasury system and the transfer of these funds to the Presidency 
Banks, that these conditions should be relaxed and that loans 
should, in the first instance, be given to the Presidency Banks 
at I or 2 per cent below the bank rate. During the War, the 
Government placed large funds — ^much in excess of tlje minima — at 
the disposal of the Presidency Banks in order to facilitate the 
investment by the public in the War loans. The Reserve Treasury 
system was abolished in 1921, and the Government balances over 
and a6ove those in the district and sub-treasuries were kept with 


* See P. K, Wattal, Th§ System of Financial Administration tn British India^ 
pp. 200-2. 
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tha Imperial Bank at its head offices and its branches until the 
establishment of the Reserve Bank in 1935 > when they were handed 
over to that bank. ^ 

§9. Business of Presidency Banks: permissions and prohibi- 
tions. — ^The Presidency Banks were permitted to do certain kinds of 
business and prohibited from doing certain other kinds. Briefly, (i) 
the banks were excluded from dealing in foreign exchange (except 
as regards Ceylon in the case .of the Bank of Madras) ; (ii) they 
were also prohibited from borrowing money abroad; and lastly, 
(iii) Jhere were certain restrictions as to the amount of the advances 
. and the period for which they were made, as well as the securities 
against wh^ch they could be made. 

Turning to the business permitted to the banks, they could 
receive deposits and invest in Government and othei* specified 
securities of public bodies and corporations. They were allowed to 
draw and discount bills of exchange payable in India. They 
could advance funds against accepted bills of exchange and 
promissory notes, accept secuHties for safe custody, and buy and 
sell gold and silver and manage Government loans at the 
Presidency towns and the debt business of certain municipalities. 
Some of these restrictions were due to the jealousy of the East 
India Company, which first imposed them, e.specially those • in 
regard to the raising of funds in London. The exclusion from 
foreign exchange business was due to the supposed uncertainties 
attendant on it. 

§10. Progress and relative position of the Presidency Banks. — 

All these restrictions and handicaps, however, did not prevent the 
Presidency Banks from prospering greatly. The restrictive provi- 
sions, while they hampered an even more rapid development than 
was actually achieved, conduced to the stability and strength of 
the banks. As we saw above, the Gervernment always kept some 
balances with the banks, which were usually in excess of the 
minima fixed, and, wherever they had branches, the banks also did 
some general banking business for the Government, for which they 
received a fixed remuneration. Further, the banks undertook to 
provide special facilities for the encashment of the currency 
notes at their* bratiches in order to popularize them. This associa- 
tion of the blanks with the Govern merft added greatly to their 
prestige and stood them in good stead, since it attracted private 
deposits and banking business on profitable terms and chelped 
them to acquire and maintain a position of pre-eminence in the 
banking system of India. The following table gives an idea of 
the progress made by all the three Presidency Banks from 1895 
to 1920. 
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Year 


« 

Capital 

Reserve 

Govt. 

Deposits 

Other 

Deposits 

Cash 

Invest- 

ments 


per cent 


Bank of Bengal 


>895 

1 200 

1 68 

184 

677 

422 

132 

XO 

»9«J 1 

200 

1 191 

301 

^.824 

8fO^ 

319 

1 *4 

1920 1 

1 200 

1 210 

' 434 

3.398 

1,221* 

9x0 

1 >9i 




Bank of Bombay 



• 

189s 

100 • 

5> 

76 1 

I 358 1 

228 

*05 1 

11 

1913 

100 

X06 

200 

*.015 1 

477 

232 

1 *4 

1920 

100 

120 

349 ’ 

1 2,748 

876 

298 

22 


« 


Bank of Madras 




1895 

50 

1 

1 45 

278 

144 

45 

10 

1913 

75 

73 1 

86 

805 

219 

>77 

12 

1920 

75 

! 45 1 

1 18 

1. 579 

505 

1 

2.. , 



As the table shows, in point of financial strength the Bank of 
BcSigal stood first, the Bank of Bombay second, and the Bank of 
Madras last. In the case of all the* banks there was scarcely any 
increase in the capital since they were started, and consequently a 
growing disproportion between the amount of capital and the total 
business transacted. The table also shows a steady growth in the 
amount of private deposits, especially during the War period. The 
banks exhibited a strong cash position, keeping on an average cash 
reserves much over 30 per cent of their liabilities. The rapid 
development of the business of the banks can also be clearly seen 
from the progressive increase in their investments and the high 
rates of dividend declared by them, more particularly during the 
War period. 

§11. Exchange banks (Foreign banks). — The Presidency Banks, 
as mentioned above, were prohibited *from dealing in foreign 
exchange and from raising funds outside India. But both these 
matters assumed greater and greater importance with the expansion 
of the country’s foreign trade, and there was ample room for another 
class of banks dealing principally with foreign *excfiange. 

The Indian joint-stoclc banks rarely engaged ii\ this business 
for lack of the necessary training and experience and the want of 
access to the London money market. In the pre-War period the 
only important Indian joint-stock bank which had a branch in 
London, like the exchange banks, was the Indian Specie Bank, but 
its London branch was apparently opened in order to facilitate the 
bank’s dealings abroad in silver and pearls. The Alliance Bank of 
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Simla (liquidated in 1923) and the Tata Industrial Bank (amalg’amated 
with the Central Bank of India in 1923) also did ‘ as much exchang-e 
business as any exchange bank in India during the' first few years 
of its life*.^ A few of the existing joint-stock banks do take some 
pi^rt in this business but have not yet developed it to any great 
extent. 

The foreign exchange business is thus virtualh a monopoly of 
the foreign banks. . Indians kav'C not so far been able to start 
exchange banks of their own owing to , the competition of well- 
estaklished non-Indian exchange banks, absence of branches in 
•London and other foreign centres (which are essential for engaging 
in arbitrage and direct exchange transactions) and their limited 
financial icsourccs. The principal difficulties in the way of esta- 
blishing branches at foreign centres are (i) lack of 4 arge capital 
to command credit in the money markets of these centres; (ii) initial 
loss in working until the foreign branches become self-supporting; 
(iii) absence of a dependable staff trained in international exchange 
work; (iv) hostility of foreign banks and (v) the existence of their 
head olfices in India which would handicap Indian banks in keeping 
themselves in close touch with the international monetary conditions 
and securing import and export bills, and bills for collection.® A 
ver\ ('ommendabl(‘ step forward was taken in 1936, when the first 
Indian exchange bank (Central Exchange Bank of India) was opened 
in London by the late Sir Sorabji Pochkhanawala under the aegis 
of the Central Bank of India. It worked for two years and it is 
regretfully learnt that it has recently (1938) been amalgamated 
with Barclay’s Bank, London. 

Ow'ing to the predominance of England in the foreign trade 
of India and the fact that London was the financial centre of the 
world, the early exchange banks established in India were due to 
English enterprise and had their head offices in London. But later 
on, as the ('oiintry w^as opened to every nationality, branches of the 
principal banks in some countries other than England were started. 
The disturbance in the course of Indian trade and the importan'i 
position attained by some foreign countries, that had not counted 
for much before in the international trade of India, £fcted as a 
stimulus to foreign banks opening their branches here. So that 
although the tcxchangc banks carrying on business in India are 
mostly branch agencies of banks having their head offices in London, 
the number of those with their head offices in continental cotfhtries, 
in the Far East, and in the United States, has increased. The 

^ H. $inha, Early European Banking in India^ p. 220. 

* C.B.R.f 424; also S. G. Panandikar, Banking in Indiay pp. 156-7. 
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exchange banks can be classified as (i) those doing considerable 
business in India, and (ii) those which are merely agencies of large 
banks doing business all over Asia. Illustrations of the former 
are the National Bank of India, the Peninsular and Oriental 
Ranking Corporation, and the Chartered Bank of India. Examples 
of the latter are the International Banking Corporation, the Baftk 
of Taiwan, the Yokohama Specie Bank, and the Banco Nalionale 
intramarino. 

§ij. The business and present position of the exchange banks. — 

Originally the business of the exchange banks was confined almost 
exclusively to^ the financing of the external trade of India. But 
in recent years most of them have also taken a considerable pari 
in financing the* internal trade at tin* places where their branches 
are silua*ted. For example, the picce-ijoods trade in Delhi and 
Amritsar and the leather trade of Cawnpore are largely financed by 
them. They do a certain amount of business on the lines of any 
ordinary hank. But their main business in India is financing foreign 
trade by the purchase and discount ol foreign bills of exchange, 
'fhe import bills are nej^otiated in Enj^land and other foreign centres 
afld arc pa} able in India. But by far the greatest projx^rtion of the 
hills in which the ex('bange banks deal are export bills drawn 
by Indian exporters against credits opened with the London banks 
oi finance bouses, by London importers. These bills, which are 
drawn usuall} at three months* sight, are mostly documents on 
acceptance (D.A.) though a few are documents on payment (D.P.). 
'fhe D.P. bills are held by the London offices of the exchange 
hanks until they are retired or paid on maturity. The D.A. bills 
are generally discounted or rcdiseounicd immediately after accept- 
ance. They are rediscounted in the United Kingdom by the 
English and vS('ot('h joint-stock banks or by the Bank of England. 
In this way the i*xehange banks receive back in sterling the 
ecjuivaltMit of what they paid in rupees in India. They may some- 
times hold the bills till maturity in ease trade is slack and there 
is no immediate demand for the employment of funds in India. ^ 
Thus the export trade of Iiulla is largely financed by the funds 
of the British banks. The facility of rcdi.scounting bills in the 
London money market, where the rate of di.scoitnt is usually lowei 
than in India, is a great* advantage, as the exchange banks buy far 
mor<‘ <*xport hills than they can possibly hold until maturity. The 
absence of this facility in the ca.se of the Indian joint-stock banks 

* Thr bulk of the bills between India and Europe, the United States of 
America and the colonies are drawn in sterling while those between India 
and Japan are drawn in yen. Rills between India and China are drawn 

rupees. 
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makes it extremely difficult for them to compete with the foreign 
exchange banks whose large profits are protected by established 
and not easily assailable advantages. 

The purchase of Indian export bills by the exchange bdhks 
means a transfer of their funds to London. To bring their funds 
back to India, the exchange banks were in the habit of freely 
purchasing Council Bills and Telegraphic Transfers in London, so 
long as this system lasted. Now they effect this transfer by selling 
sterling to the Reserve Bank of India (which is responsible 
for making sterling remittances to the Secretary of State) against 
^ their London balances. There are other methods ^also by m^ans 
of which they increase their funds in India, for example, by 
cashing the import bills when they mature; by the sale of drafts, 
and by telegraphic transfers in India for Indian students and 
travellers abroad and other persons requiring money to be remitted 
from India; by buying rupee paper in London and selling it in 
India, and so on. In the last resort, when there is a strong 
favourable balance of trade, they import bars of gold and silver 
bullion and sovereigns from London, Egypt and Australia. In 
like manner, when the balance of payments is against India khe 
exchange banks either send gold or silver out of India. Formerly 
they bought Reverse Councils if the Government of India made 
them available. Since the establishment of the Reserve Bank of 
India in April 1935, they can purchase sterling drafts from the 
Bank for delivery in London. 

' The import trade of India is financed either by sixty days’ 
sight D.P. drafts drawn on Indian importers or by London banks’ 
acceptance of ‘ House paper *. The former method is usually 
adopted in the case of imports by Indians. These drafts (which 
are drawn in sterling), after being discounted by the exchange 
banks in London, are sent to India for collection through the 
exchange banks, who present them on the importers for acceptance 
and payment. Importers can, however, obtain delivery of the 
goods before payment by executing trust receipts in favour 
of the exchange banks and holding the goods as their trustees 
until the final payment. The second method is available to European 
importing firnis who have London houses of standing. The latter 
draw bills on ^ the London offices of the exchange banks which 
undertake to accept these bills, and thereafter they can be readily 
discounted in the London money market. The accepting bahks in 
London forward the relative documents to their branches in India 
for the collection of the proceeds of the goods in India, and these 
are sent to London before the bills mature or when they are paid. 
In the financing of the import trade of India the more active part is 
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played by the head offices and branches of the exchange ba/iks 
outside India. The share of the Indian branches in the business 
consists primarily in collecting the import bills at maturity and in 
furnishing their branches with information as to the means and 
standing of the ^drawees of the bills. The import bills, unlike the 
export bills, are as a rule not rediscounted in -India, and thus tbe 
import trade is financed to a much greater extent than the export 
trade by the funds of the exchange, banks. In order to develop a 
discount market for imjjprt bills it is necessary that these should 
be drawn in rupees and should preferably be D.A. bills. These 
reforms would also serve to redress the legitimate grievances of 
Indian importers in this respect. 

Keynes points out that there is prima facie some danger to the 
stability of the Indian financial system in the fact that its money 
market is largely financed by funds raised not permanently, but 
for short periods, in a far distant foreign centre.^ However, the 
greater success of the exchange banks in recent years in attract- 
ing an increasing volume of funds *in India itself, clearly brought 
out in the following table, has to that extent diminished their 
dependence on the London money markets. 

• (In lakhs of rupees) 


Year 

of Exchange 

Deposits 

31 Dec. 

Banks 

(In India) 

1870 

3 

52 

1890 

5 

7.53 

1900 

8 

10,50 

1910 

IX 

1 24,79 

1913 

12 

31.03 

1918 

10* 

61,85 

1920 

*5 

74,80 

1921 

*7 

75.19 


Year 

No. of Exchange 

Depo6its 

31 Dec. 

Banks 

(In India) 

1923 

18 

68,44 

1926 

18 

7>.S4 

1928 

18 

7».'4 

1929 

18 

66,66 

1931 

18 

67.47 

1933 

18 

70,78 

*934 

*7 

7>.40 

*935 

*7 

76,18 


Although the banks have thus succeeded in a very striking 
manner in attracting deposits in India, it is desirable in the interests 
of safety that the sums borrowed on relatively short notice either 
in England or in India should not exceed the assets, located there.* 
An adequate cash reserve to meet their deposit liabilities is also 
necessary. An important event in recent banking •history in India 
is the entry into India of one of the English ‘ Big Five •, which 
has been brought about by the acquisition of the business of 
Cox & Co. by Lloyds Bank. 


^ See J. M. Keynes, Indian Curteney and Exchange t p. sta. 
* Keynes, op. cit., pp. ata-13. 
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^The following table gives a general view of the position of the 
exchange banks as it stood on 31 December 1935. 



1 


I)( posits 

('ash Balances « 

No. of 

I’.iid-up 1 

Rest 1 \ p 



1 


H.inks 1 

• 1 

1 

capital 1 

1 

and Rpst 

i 

Out of 
India 

In India 

Out of 1 
India 

In hidin' 

•v 7 

£{i,non) 

-£ ( 1 ,( 100 ) 

^ (/.fWO) 

Rs (t, 000) I 7 . noo) ] 

1 1 

lo.oiq 

Ji.yss , 


50,40,65 

*».733 

7.73.22 

H" 10 

6q,OJi) 

1 

40,001 1 

O 7'<,07 ^ 


100 , 57-2 

4,81,86 


• §13. Kestrictions on foreign banks. — The question of subjecting 

foreign hanks to ecitain restrictions for safeguarding national 
interests js part of the gentaal qu(‘stion of controlling foreign capi- 
talistic enterpiise in this country. This we have already discussed,^ 
and the case for restriction of foreign banking institutions, such 
as the existing exchange banks, is based on giounds with which 
we have already become familiar in the course of this general 
discussion. Foreign capital engaged in banking in India has laid 
itself open to the same kind of criticism from the national point »of 
view as foreign capital engaged in other spheres and has prompted 
a similar demand for more or less strict regulation. ' 

The share of Indians in the foreign trade of India is less 
than 15 per cent of the total of Rs. 600 ciores.*^ There is thus a 
considerable loss in the shape of commission, brokerage, and 
insurance paid to non-Indians. It is believed that this preponderaqce 
of the non-Indi an cleme nt in the foreign trade of India is d ^e 
'lo thelafge facilities j^iven__by- the .non-lnjclLan exch a nge banks t o 
their nationals operating in India. Also, as we have already seen, 
thtb^ e-iCliauge banks have almost a monopoly of the financing of 
the foreign trade of India and it is alleged that they use their 
monopolistic position to the prejudice of Indian merchants.® 

* A = banks doing «i considcinblo portion of their business* in India, i.e. 
having 25 per cent or more of their deposits in India. 

* B — banks which are mereU agencies of large banking corporations doing 
the major portion “of then businf ss .ibroad, i.e. having less than 25 per cent 
of their deposits Jn I^ndia. See Statistical Tables relating to Banki in India 

(1935). P- 5 - * t 

* Including balances with the Reset ve Bank of India. 

* Vol. I, ch. xiii, §§15-18. 

* Pre-depression figure. *. 

* It was alleged by several commercial bodies in India before the Central 
Ranking Enquiry Committee that the exchange banks furnish unsatisfactory 
bank references regarding Indian commercial houses to exporters abroad, that 
Indian importers fail to obtain D.A. terms, that Indian importing firms are 
called upon to deposit 10 to 15 per cent of the value of goods wdth the 
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Certain witnesses before the Central Banking’ Enquiry Commfttec 
urged the regulation of the operations of the Kon U-g 

in view of the fact that they were not subject to any l^al 
r estrictions in In dia and were exempt even from tjie Jhnitgd 

IfrTndia, with the result that no separate information was .available 
regardTng their Indian business. It has also been urged that 
while they draw deposits in Indian .there is np protection extended 
to the Indian depositor; and lastly control is advocated on broad 
national grounds as in other countries like Japan, with a# view 
to supplying a corrective to the alleged anti-Indian policy of tho 
exchange banks and to removing the difhcullies of Indian traders. 

"rhe Committee not e that provision exists in the laws of various 
('ountries for regulating foreign banks Iw means of licenses granted" 
by some prescribed authority in the country and advocate the 
introduction of a similar system into India partly in the interests of 
depositors, partly for ensuring the grant of reciprocal treatment 
in foreign countries to Indian banks, and partly also for giving 
tlie Reserve Bank some control over the banks operating in this 
country. The Reserve Bank would be the most suitable authority 
for undertaking the t.'isk of scrutinizing applications from non-Indian 
banks and for granting licenses in approved cases. But the 

Committee hold that, in fairness to the banks already established, 
licenses should be freely granted to them. Every license should 
be in .force for a stated period and should be renewed if the 

licensing authority is satisfied that the provisions of the Indian law 
applicable to the bank, and other conditions specified in the license, 
are complied with. The conditions of the license which non-Indian 
banks wishing to do banking business in India should be required 
to take out, should be as follows: 

(i) Furnishing the Reserve Bank with annual statements showing 

the assets and liabilities relating to their Indian business, as 

prescribed by the Reserve Bank. 

(ii) Submitting, at any rate for a few years to come, to the 
Reserve Bank periodic repiorts of Indian and non-Indian business 
handled by them. 



exchange banks in order to get a confirmed letter of credit opened (which is 
not tfie case with foreign houses), that import bills are drawn in sterling 
and carry a fairly high rate (six per cent) of interest, that the exchange 
banks discriminate against Indian steamship and insurance companies, that 
they do not offer responsible posts to Indians, etc. See 439-45* The 

Report suggests that the Government of India should arrange suitable con- 
ventions with the exchange banks to meet the various complaints. 
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•(iii) Other conditions might be imposed on the basis of 
reciprocity. There are various restrictions imposed by the laws 
of foreign countries on non-national banks working there. The 
power to impose similar conditions in the licenses granted 
non-Indian banks in India would enable .the Government 
of India to accord reciprocal treatment to non-Indian banks. 

451.) 

Mr Manu Siibedar, however, holds that a system of licenses 
applicable to foreign banks only should be established with a view 
to reserving the field of banking in India for institutions registered 
•in India. The object of licensing foreign banks is to protect differ- 
ent classes of the Indian public and Indian institutions from unsound 
foreign banks, from malpractices, unfair competition, anti-social 
and anti-national activities which they might indulge ii>. The claim 
of foreign banks to equality with Indian banks would mean the 
negation of all regulation in their case. According to Mr Manu 
Subedar, the basis of reciprocity in the matter of imposing restric- 
tions on the exchange banks working in India is altogether unsuitable 
since at present there are only one or two Indian banks working 
abroad. It would also mean different restrictions on banks hailing 
from different countries. Finally, under the reciprocity system, 
British banks, which are the most substantial banks, would escape 
lightly since there are only a few restrictions on foreign banks in 
Great Britain. He proposes the following terms for the license: 

(i) The licensed bank should not receive deposits in India 
from Indian-born persons or joint-stock companies registered in 
India, (ii) The licensed bank should confine its branches to the 
port areas only and no branch should be opened in the interior. 

(iii) Controlling interests, directly or indirectly, should not be 
acquired in Indian institutions in order to defeat the above 
provision or for any other motive. The existing branches of the 
foreign banks in the interior should be withdrawn within five years. 

(iv) Except the manager and one assistant in each branch 
under him the whole staff should be Indian. (Minority Report, 
C.B.R.f 204.)^ I 

§14. Opening of an Indian exchange bank. — However muqh the 
present position may be improved by suph restrictions on foreign 
banks they will not remove a fundamental source of weakness due 
to the very small share taken by Indians both in the import and 
the export trade and in the provision of banking facilities tot such 
trade. The Central Banking Committee suggest the following 

^ Under the new Constitution established by the Government of India Act 
(i935)« It will only be possible to impose the same restrictions on British banks 
operating in India as exist on Indian banks working in Great Britain. 
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measures for enabling India to obtain her legitimate share in ‘the 
spheres of both banking and trade. (C.B.jR., 481) : 

(i) Well-Established Indian joint-stock banks should open 
foreign connexions useful to their clients. (C.B.jR., 482.) 

(ii) On th^ establishment of the Reserve Bank and the simul- 
taneous withdrawal of the restrictions now imposed on the trans- 
action of foreign exchange business by the Imperial Bank of India, 
the latter should be induced to take.an active ghare in the financing 
of India’s foreign trade^ The Reserve Bank should enter into a 
definite arrangement with the Imperial Bank for a suitable period 
of, say, five years, by which the Reserve Bank would utilize the 
Imperial Bank as agents wherever the former had not a branch of 
its own and the latter had one, on terms to be settled between 
the two banks. In return for this concession it would not be un- 
reasonable to insist on a preponderance of the Indian clement in the 
institution receiving the concession. During the continuance of the 
arrangements the Imperial Bank should have 75 per cent of its 
directors on the locfal boards and a majority of those on the central 
board selected from Indians ; and there should be no further 
r&ruitment of non-Indians to the staff of the Bank barring 
exceptional cases, the approval of the Finance Minister being 
necessary in the latter case. These conditions would meet the 
complaint regarding the unsympathetic attitude towards Indians 
of the non-Indian officials on the staff of the exchange banks 
and even on the staff of the Imperial Bank of India itself. 
(C.B.R., 483.) 

This recommendation has not so far been acted upon by the 
Government. No doubt the old restrictions on the transaction of 
foreign exchange business by the Imperial Bank of India have been 
removed since the establishment of the Reserve Bank on i April 
*935* former has also been appointed the sole agent of the 
latter ; but no stipulations regarding foreign exchange business have 
been made nor any steps taken to secure the preponderance of the 
Indian element in the Imperial Bank. 

(iii) If, however, the Reserve Bank finds U impossible to 
arrive at a satisfactory settlement with the Imperial Bank or finds 
that within the stipulated period the Imperial *Bank is unable to 
participate actively in the financing of India’s foveign trade, the 
establishment of an Indian exchange bank is recommended. 
(C,BfB,f 4^5*) 

Such a bank should have a capital of Rs. 3 crores subscribed in 
the first instance by joint-stock banks registered in India, If 
the share capital is not fully subscribed within a prescribed time, 
the balance should be supplied by the Government, which should 



444 


Indian Economics 


arreng^e g^radually to dispose of their holding later to the general 
public. So long as the Government hold more than 50 per cent 
of the capital, they should have a predominating voice in the 
appointment of the directors. 'l‘hc question of entrusting the Work 
connected with Government remittances to a department of the new 
bank working under the control of the Reserve Bank should be 
considered in consultation with the Reserve Bank subject to the 
stipulatiotti that the new bank «>hall not be allowed to make a profit 
on such remittances purchased in the open market in its capacity 
as agent. 

• In a Minute of Dissent signed by six members of the Committee 
(including Sir riirshotamdas I'hakurdas) it is urged that the state 
should forihwith start an exchange bank w’ith a capital of Rs. 3 
crores, all to be taken up by the state. It should V allowed to 
finance export and import trade in the same manner as any other 
exchange bank. For the direction of such a bank, the state should 
constitute a board of s(‘\en persons at the head office of the bank 
wMtli boards of five persons at important cent res w'bere the bank 
should have branches, and nomination to both the central and 
local boards should be made h\ the Government. Tn order to cnsiire 
the bank having a reasonable start, Government remittance busi- 
ness should be done through it. When the Reserve Bank com*es 
into being the exchange bank will act mcrclv as the agent of the 
Reserve Bank w^hen operating in the opi'n market on behalf of the 
.state. The staff should be Indian except where the Finance Minister 
may be advised to have the services of a non-national from^ abroad 
for a few years in the beginning. (C.B.R., 30.) The six members 
hold that the creation of an Indian exchange bank is a matter of 
immediate necessity, whereas years may pass befon* (‘ffecl could 
be given to tlie recommendations of the Majority. 

(iv) In conclusion, wx may invite attention to the proposal of 
the Central Banking Knquiry Committee that joint banks controlled 
by Indians and non-Indians as equal partners should be established. 
This plan seems to be attractive. .Since international trade is 
conducted hctwfcn two parties it stands to reason that they should 
co-operate with one anotlier in the financing of that trade. 

§15. History * of joint-stock banks. — ^The growing ma.ss of 
internal commerce in India required organized banking of the 
modern type. Neither the Presidency Banks, which were semi- 
public institutions subject to various restrictions and which had 
branches only in a few large towns, nor the exchange banks, which 
were mainly preoccupied with foreign trade finance, \vere able to 
supply the need of the country in this respect. Until 1860, when 
the principle of limited liability Avas recognized for the first time 
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in India, the profjress of org-anized banking was slow. The financial 
crisis in Bombay caused by the cotton boom of 1865 and the fall in 
the exchange >faluc of the rupee prevented substantial progress from 
being achieved. The earliest bank of this descriptiom was the Batik 
of Upper India ,(1863), which was followed by the Allahabad Bank 
in 1865, and some more banks, one of which was the Alliance 
Bank of Simla (1874) which went into liquidation in 1923. In 1870, 
seven such banks were in existence. In 1894 the number rose to 
Fourteen. Most of them^were, and continue to be, under European 
management. The first bank due to Indian enterprise wjy; the 
Oudh Commqrcial Bank, started in i88t. In 1894 the Punjab 
National Bank was established, mainly through the efforts of Lalla 
Harkishen Lai, who was also responsible for the establishment of 
the People’s Bank in 1901. The People’s Bank made great strides 
and at the time of its liquidation in 1913 it had nearly 100 branches 
and its deposits were over Rs. crores.^ One of the results of 
the advent of swadeshi-ism in 1905 was a flood of new creations, 
especially in westefn India, Che United Provinces and the Punjab. 
Ft was to this epoch that the Bank of India, the Bank of Burma, 
tfle Indian Specie Bank, the Central Bank of India, the India Bank 
(Madras), the Punjab and Sind Bank, the Bank of Mysore, the Bank 
of Baroda and the Bombay Banking Company ow^ed their origin. 

§16. Bank failures. — In the first few^ years great progress was 
made by most of these banks, but the Inisiness of many of them 
was of so unsafe and speculative a charac'ter, and their cash reserves 
were so slender in proportion to their liabilities, that it was easy 
for a trained and gifted observer like Mr J. M. Keynes to predict 
speedy disaster, and Mr Keynes had the melancholy satisfaction 
of very soon seeing his prophecy come truc.^ The failure of the 
People’s Bank on 20 September 1913 was followed by numerous 
other failures, including that of the Specie Bank in November 1913. 
In the course of the year 1913-14 as many as fifty-five banks went into 
liquidation. The War and post-War boom gave another impetus 
to new flotations, and when the depression set in, a large number 
of failures took place. Eleven banks failed in 1915* thirteen in 1916 
and sixteen in 1918. The years 1913-24 w^ere a critical period for 
joint-stock banking in India. As many as i6t banks failed during 

^ See Thakur, op. cit., pp. 31-2. 

* 4. M. Keynes wrote in 1913 on the eve of the bank failures in India : 

* In the case of the smaller banks, dealing as they are with clients to whom 
banking is a new field and in a country where hoarding is still dominant, the 
cash balances seem, from available indications, to be hopelessly inadequate; 
and it is hard to doubt that in the next bad times they will go down like 
ninepins .' — Indian Currency and Finance^ p. 225. 
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thU period, and the paid-up capital of these banks amounted to 
about Rs. crores.^ Of the post-War failures, the most important 
was that of the Alliance Bank of Simla in 1923, which had far- 
reaching- and disastrous consequences. Even more serious than 
the direct loss sustained by the depositors, most of whom belonged 
to the middle classes, was the shock to public confidence, the 
setback to habits of investment, and the injury to industrial and 
commercial development. . 

§17. Causes of the bank failures. — ^The causes of the failures, 
particularly of those which occurred in 1913-14, were (i) slender 
j}ercentage of cash to deposit liabilities, the average being 10 to ii 
per cent; ^ii) unbusiness-like rales of interest offered in order to 
attract deposits; (iii) absence of able managers and directors with 
the required knowledge of banking business and practice, ' and lack 
of proper supervision by the Board of Directors (iv) fraudulent 
dealings on the part of some of the directors and managers; (v) 
absence of a proper proportion between the authorized and the 
subscribed capital, and between the subscribed and paid-up capital ; 
(vi) the gullibility of the depositors who were easily misled by 
the window-dressing of balance sheets and the payment of high 
dividends even from capital; (vii) lark of palliative remedial action 
such as the Government themselves or quasi-Government agencies 
might have supplied.® 

Some critics foolishly hirlcd that the bank failures demonstrated 
the incapacity of Indians to conduct organized banking of the 
modern type. But it must not be forgotten that such failures were 
a common feature of the early history of joint-stock banking even 
in England and the United States, which are at the present time 
in the forefront in banking matters. Again, as Mr Doraswami 
remarks, ‘ the path of Indian bank failures is strewn with the 
wreckage of European-manned institutions and he instances the 
failure of the first Bank of Bombay (1868) and the Arbuthnot Bank, 
to which we may add the more recent big failure of the Alliance 

‘ C.B.R.. 29. • 

* * It was a case of an army goinf^ into battle without any trained officers 
and without any orders from the General Steflf.* — Findlay Shirras, Indian 
Finance and Banliinjif, p. 336. 

* There was no tradition of co-operation between the banks themselves, 
and it was suspected that the European banks did not show any great snxiety 
to come to the rescue of the Indian joint-stock banks. For aatample, the 
Bank of Bengal refused to accommodate the People’s Bank of India even on 
the security of Government paper. There was also a want of co-operation 
and co-ordination between the Indian banks themselves. 

* See S. V. Doraswami, Indian Finance, Currency and Bankings p. ill. 
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Bank of Simla. Although fraudulent manipulation was proved^ in 
some cases, the principal cause of the failures wa s lack of experienc e 
and Jcnowl edg^ The failures enforced the lesson that banking is 
neither ‘ fool-proof ' nor ‘ knave-proof that it was necessary to 
minimize the risks of crisis by improving the banking machinery, 
by a careful _selection of officers, directors .and auditors, and 
adherence to soupcL banking methods. 

The bank failures had at least one jjood effect, viz. that they 
removed the weak spots in Indian Banking, although some deserv- 
ing banks also failed afong with many undeserving ones. They 
further demonstrated the necessity of a central bank like the T?ank 
of England to* guide the general banking policy in a time of crisis* 
and to see to it that in normal times banking is conducted on sane 
and sound lines, for example by withholding accommodation or 
assistance in the case of ill-conducted banks. As Mr Findlay Shirras 
points out, sound banking in India (as elsewhere) depends not 
merely on good laws but also on good bankers. The failures 
showed how nece^ary it was to« make suitable provision for 
thorough instruction in the theory and practice of banking. Equally 
important with good banking laws and well-trained bankers is wide 
publicity, to enable the public to make a shrewd guess as to the 
position of a bank’s affairs at any given time. It is true that 
only very few shareholders or depositors will be able to probe 
the mysteries of a balance-sheet, however simplified. But every 
opportunity must be given to those who wish to look closely 
into the affairs of a bank, and it is much to be desired that the 
number of wide-awake, intelligent and critical people willing and 
able to exercise a close supervision on the management of a bank 
should come to be far greater than it is. It is also essential that 
the banks themselves should develop high and honourable traditions 
and a sense of responsibility to the public. 

§t8. Importance of adequate cash reserves. — The maintenance 
of sufficient cash reserves is the very A B C of sound banking. But 
it is the experience of most countries that banks learn this salutary 
lesson only after a reckless disregard of it has actually caused a 
series of disasters. Indian joint-stock banking hhs already paid 
very heavy school-fees in the shape of bank failures but seems to 
have at last learnt the leison thoroughly, and the laudable desire to 
maintain strong reserves has been latterly more and more in evi- 
deneq^ The table overleaf shows the manner in which the three 
main types of bank in India have interpreted their responsibilities 
in this connexion. 

The percentages for the exchange banks have been calculated 
on their deposits and cash balances in India only. 
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^ Proportion per cent of cash to liabilities on deposits of the 
several classes of hanks on .'jr December 


1. fmpcrial Bank of India^ 

II. (a) Exchango Ranks- . 

{h) Exchange Banks® . 

III. (rt) Joint-stock Banks' . 
(b) Joint-stuck Banks' . 


1904 iqoK 

1 

lOiojioij 

1917 

1 

1920,1923 

1025 

1929 

1033 

it »34 

40 

33 

31 

36 

45 

30 

18 

21 

18 
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16 
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10 

1 *3 

K 

12 

10 

.H 


21 


iiOo 

5« 

27 

IS 

10 

6 
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15 

II 

iS 

i -5 

^3 

17 

If) 


1 *5 
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i() 

1 

18 

19 

20 

13 

, 

14 


I'hc* abf)vo show that while the cash position was deteri- 

orating: all round in the pre-War period, it was cm the ^\hole more 
.satisfactor\ in the case of the Presidency Banks, less so in the case 
of lhf‘ e\chang:e banks and least satisfactory in the^ ra.*?e of the 
Indian joint-stock banks. 

The lesson of the bank failures of 1913-14 seems to have been 
taken to heart by all classes of banks, especially by the Indian 
joint-stock banks, as is shown by their improved cash position, 
though this was partly due to the panicky conditions created by the 
War, which required stronger cash reserves than normally. NatilN 
ally since the end of the War the cash position has been somewhat 
less strong than in the War-pc'riod. The tendency, however, needs 
to be carefully watched and resisted. The matter is so important 
that the Bombay Banking Enquiry Committee suggested’ that 
banking agencies should be compelled by law, as in the United 
States of .America, to maintain an adequate cash reserve. The 
Central Banking Enquiry Committee, however, did not favour this 
proposal. They were apprehensive that the statutory minimum 
might be regarded as the maximum by the management of the banks 
and that there were many ways of evading legal requirements. 
The Committee preferred to leave the matter to the good sense and 
discretion of the banks themselves. fC.B.I?., 706.)' The recently 
(1936) amended Indian Companies Act, however, has made a 
provision for the keeping of minimum ca.sh reserves. (See §21 
below.) 

§19. Growth of joint-stock banking. — The following statistics* 
give a general ide? of the progress of joint-stock banking in India 
during the last sixty years or so. 


* Before 1921, the Presidency Banks. 

* Doing a considerable portion of their business in India. 

* Agencies of large banks doing business all over Asia. 

* Having capital and reserve of R.s. 5 lakhs and over. 

® Having capital and reserve of between Rs. 5 lakhs and i lakh. 

* Sfattstical Tables relating to Banks in India (1935), Table No. 4. 
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Capital, Reserve, Deposits and Cash Balances of the Principal^ 
Indian JointSipck Banks {in lakhs of rupees) 


Class A. — Banks with Capital and Reserve of Rs. 5 lakhs and over.^ 


Year 
ji Dec. 

No. of Reporting 
Banks 

Paid-up 

Capital 

1 

Reserve 
and Rest 

Deposits 

Cash « 
Balances 

1870 

2 

0-8 

• , i*8* 

. • *3 

5 

1880 

3 

18 

3 

63 

16 

1890 

5 

• 33 

17 

2,70 

55 

1900 

9 

82 

45 

8,07 


1910 

16 

2.75 

1,00 

2S.<>S 

2,80 

1913 

• x8 

2,31 

*.32 

22,59 

4.00 

1914 

*7 

2,5* 

1,41 

17, 10 

3.53 

1918 

19 1 

4.36 

1.6s , 

40,59 

9.48 

1920 

. 25 

I 

1 2,55 , 

71. *4 

1 6, JO 


27 

9,38 

3.00 

76,89 

15,65 

1923 

26 

6.89 1 

1 2,84 

44.52 

1 7,37 

192s 

28 ' 

6,73 

3.80 

54.40 

10,09 

1929 

33 

7.87 

3.O7 

(>.,72 

9,05 

193.2 

1 34 1 

7,82 

1 4.40 

72,34 

9.76 

1933 

I 34 

7.78 

4.55 

71.68 

10,92 

*934 

36 • ‘ 

7.9^' 

i 4.68 

76,77 

11,14 

193s 

1 

8.17 

5,02 

84.45 

1 I9,12(“) 


Class B. — Banks with Capital and Reserve between Rs. i lakh, and 
Rs. 5 lakhs. 


* 9*3 

23 

39 

11 

*.51 

24 

1914 

25 

42 

*3 

1 1.26 

27 

1918 

28 

48 

*4 

1.55 

36 

1920 

• 33 

61 

*9 

2,33 

42 

1921 

38 

77 

23 

3.26 

43 

1923 

43 

81 

30 

1 3.26 

61 

1925 

46 

80 

37 

1 3 , 4 * 

67 

1929 

45 

75 

40 

1 3,58 

45 

*932 

52 

«5 , 

44 

3,93 

68 

*933 1 

55 

87 

43 

' 4.75 

82 

1934 I 

69 

94 , 

54 

5 .** 

7 * 

*935 , 

67 

94 1 

57 

1 5.44 

85 


On 31 December 1935 there were 105 joint-stock banks in India 
having* capital and reserve of one lakh and over. Their paid-up 
capital was Rs. 9,11 lakhs, reserve and rest Rs. 5,59 lakhs, deposits 
Rs. 89,89 lakhs, and cash balances Rs. 19,97 lakhs. Out of these, 
six banks between them ad:orunted for by far the greater part of the 
deposits. Leaving aside the Banks of Mysore and *Baroda which 
enjoy ^tate patronage, the remaining four institutions are really the 
sole important instances in India of purely private enterprise engaged 


* These Banks are scheduled to the Reserve Bank of India Act. 

(a) Including balances with the Reserve Bank of India. 

29 
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in •joint-stock banking. These are the Bank of India, the Central 
Bank of India, the Punjab National Bank, and the Allahabad Bank 
(Calcutta).^ Of these only the Central Bank of India and the Punjab 
National Bank are Indian-managed. As the table given •above 
shows, (i) owing to the failures of 19 13-14 banking received a 
Setback; but (ii) beginning from 1915 there was a steady expansion 
of banking resources, especially of deposits, which reached the 
record figure of Rs. 80 rrores in 1921 (this expansion was partly 
due to the War-time inflation of deposits and the post-War boom 
in banking company flotations), (iii) Since 1921 there has been a 
^ decline, especially marked in the year 1923 which was a black year 
for bnnks in the post-War period, (iv) Since then recovery has 
been not'ceable. The economic depression has not on the whole 
adversely affected the deposit position of the banks, probably because 
of the lack of free investment of floating funds and of the transfer 
of a part of the proceeds of gold exports to banks. In the year 
1937 in particular, there was considerable expansion of joint-stock 
banking, as is shown by the greatly increased activity in branch 
banking, especially in South India (see ^66 below). Nevertheless 
the position of the joint-stock banks cannot be said to be very 
strong. Their difficulties havb been enhanced by the competi' t 
of the Imperial Bank and its branches, the exchange banks And 
their branches in the interior, the co-operative banks, the Postal 
Savings Banks and the Cash Certificates system. The joint-stock 
banks have so far received little encouragement from the 
Government and public bodies. 

Two important events in the history of Indian joint-stock banks 
which occurred in 1923 deserve special notice. The first was that 
the Tata Industrial Bank, started in 1918, was merged in the Central 
Bank of India, which has now established its position under capable 
Indian management as one of the leading joint-stock banks in the 
country. This constitutes an exception to the general tendency in 
Indian banking which is against such mergers or amalgamations. 

The second event which dominated the banking situation in 1923 
was the failure of -the Alliance Bank of Simla. The Imperial 
Bank of India undertook to pay the depositors of the Alliance Bank 
50 per cent of the amount due to them, on receiving a guarantee 
from the Government of India that thfey would meet the losses 
consequent upon the failure. The Government’s justification for 
intervention was that the failure of such a bank would hav/s been 
disastrous to other banks, and that, if the panic had not been 
averted by prompt action, Indian banking would have received 


* Gubbay, op. cit., pp. 4-5. 
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another serious setback. The critics of the Government contrasted 
the attitude of zealous sympathy displayed by them as well as by 
the Imperial Bank towards the Alliance Rank with the indifference 
shown towards the Indian joint-stock banks which came into trouble 
in the crisis in 1913-14. If in future, however, the Government and 
now the Reserve Bank follow up this precedent by coming to fhe 
rescue, whenever necessary, of deserving banks, the bitterness of 
feeling engendered by this alleged , partiality will disappear. 

There is great scope for the expansion of joint-stock banks 
in the country under the guidance of the newly established Reserve 
Bank. The joint-stock banks can themselves learn much from 
their competitors on both sides. As the Central Banking Com- 
mittee point out, they should combine the economical management 
of the indigenous bankers with the efficiency and modern methods 
of the western institutions. (C.B.J?., 568.) 

§20. Regulation of banking. — In view of the alarming succes- 
sion of bank failures described above, and for securing the develop- 
ment of banking ®n sound national lines, it is generally felt that 
purposeful regulation is necessary. The position in India in this 
Inspect until recently (1936) was unsatisfactory, the Government 
following the traditional policy of laissez-faire. The joint-stock 
Banks were governed until 1936 by the Indian Companies Act of 
1913 in common with other joint-stock companies, and only a few 
sections of this Act had a special bearing on joint-stock banking. 
Besides, all that the old Act required was the observance of a few 
formalities in the matter of the preparation of the balance sheet, 
and the form in which the statement of affairs was to be published 
twice a year. 

The External Capital Committee received influential evidence in 
favour of a more active part being played by the Government in 
watching over the development of banks. For example, Professor 
Stanley Jevons was of opinion that, in the interests of the healthy 
development of banking in India, the Government should undertake 
the inspection of joint-stock banks to ensure that proper practices 
were being observed, and particularly to delect ^t an early stage 
transactions detrimental to the interests of depositors and share- 
holders and, by fear of detection, to prevent thrtn. The Committee 
did not make any definite recommendations in .the matter, but 
merely noted the argument against such Government control, 
namely, that the sense of responsibility of banks and bank directors 
would be lessened and that it would lead to loss of efficiency, and 
that the best basis for sound and permanent advance lay in 
competition, publicity and the encouragement of private enterprise. 
Anorther argument against Government control of banks was thatf 



452 


Indian Economics 


white relaxing* the sense of responsibility of the banks themselves, 
it would throw the odium of failure or mismanagement on the 
Government. 

The Central Banking Enquiry Committee carefully reviewed* the 
question and formulated a scheme of regulating jpint-stock banks 
in India. They recommended that a special Bank Act be passed 
comprising the existing rcgulatioms embodied in the Indian 
Companies Act with certain modifications and additional provisions 
relating to (i) Organization; (ii) Management; (iii) Audit and 
Inspe^'tion ; and (iv) Liquidation and Amalgamation.^ 

< §21. Special provisions relating to banking con^panies in the 
amended Indian Companies Act ( 1936 ).- 2 :^Afler a delay of nearly 
five years the Government of India decided to incorporate special 
provisions relating to banking companies in their Indian Companies 
(Amendment) Bill, which became law in 1936^ This course was 
adopted by the Government in preference to a special Bank Act 
on the ground that there was no immediate prospect of legislation 
dealing solely with this subject being undertaken. Moreover the 
major banks had already been dealt with partly in the Reserve 
Bank Act. The recommendations of the Central Banking Enquify 
Committee were considered in drafting these new provisions, which 
are as follows:^ 

(i) A banking company has been defined as one which carries 
on as its principal business the accepting of deposits of money on 
current account or otherwise, subject to withdrawal by cheque, draft 
or order notwithstanding that it engages in addition in any, or all 
of certain specified forms of business, such as lending of money, 
discounting bills, buying or selling foreign exchange, granting 
letters of credit, receiving valuables for safe custody, underwriting 
and dealing in stock, shares, debentures, etc., promoting or 
financing any business undertaking through syndicates or otherwise, 
undertaking and executing trusts. (ii) The activities of such 
banking companies are restricted to ordinary banking transaction s 
by requiring the Memorandum of Association to make provision 
to this effect a§ a condition of registration under the Act. (iii) 
The employment of managing agents for the management of banking 
companies in futuile is^prohibitedT (iv) Adequate woikirtij cap ital 
before business, is commenced is ensured fey making necessary the 
issue of a certificate to the effect that working capital of Rs. so. 00 0 
has been obtained by the allotment of share capital, (v) A banking 
company is not allowed to create any charge upon its unpaid 

^ See C.B.R., ch. xxv; also M. L. Tannan, Regulation of Banks in India, 

^ Act XXII (an Act further to amend the Indian Companies Act 1913, for . 
certain purposes) of 1936, Part XA, sections 277F to 277N. 


Banking and Credit 


453 


cagkal. (vi) ^ Reserve Fund is compulsory by requiring a 

transfer out of the annual profits, before any di^ndend is declared, 
of a sum noteless than 20 per cent of such profits to the Reserve 
Fund until the Fund equals the paid-up capital, (vii) A minimum 
cash Reserve of per cent of the time liabilities a nd per cent 
of the demand liabilities is to be maintained,, and monthly state- 
ments of the amount so held and of the time and demand liabilities 
are to be filed with the Registrar ^by banking companies other than 
scheduled banks, (viii) A banking ’company fs’not allowed to form 
or hold shar es in any* ^b sidiar y company except a subsidiary 
conipan)r'orTtrow’n formed for the purpose of undertakiri|^ and 
executing trusts, or for undertaking the administration of estates, 
and for such purposes as are incidental to the business of accepting 
deposits." (ix) Provision has been made for a moratorium to save 
from^ liqmdation a banking company in temporary difficulties by 
authorizing the Court on the application of a banking company to 
stay proceedings- against such a company, provided the application 
is accompanied by. a report made by the Registrar. The latter is 
entitled for the purpose to investigate the financial condition of 
the company at its cost. 

While wc welcome the new legislation, there is still, in our 
dpinion, a strong case for a separate Bank Act to ensure satisfactory 
regulation of banks in India. ^ 

§^2. Clearing houses. — ^The system of * clearing houses * was 
introduced in England towards the last quarter of the eighteenth 
century. It made possible the easy adjustment of countless cross 
claims without actual use of cash or money. The existence of this 
system explains to a large extent the phenomenal development of 
the cheque system in England and other countries. For the greater 
success of this system, it is necessary that one of the member- 


^ Banking legislation is apparently required not only to protect the depositors 
and shareholders from unscrupulous banking management, but also to secure 
the protection of the banks themselves from unjust attacks on their stability, 
though the right of the public and the depositors as well as shareholders to 
a fair criticism of the management must be carefully safeguarded. It is felt 
that some amendment of the Companies Act is necessary. It has been suggested 
that complaints against a tgink should not be permitted to be brought before 
a court of law without preliminary inquiry and sanction by some responsible 
officer of the Crown, such as the Advocate-General or the Registrar of Joint- 
Stoeb Companies. It is doubtful, however, whether the grant of such sanction 
on a pritna facie case would not make the position of the bank concerned 
much more serious than before. Fully aware of these difficulties, the Centfjal 
Banking Committee have contented themselves with leaving it to the Legislature 
to consider whether any practical remedy could be advised to protect banks 
frdm frivolous proceedings. (C.B.R., 745.) 
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ban^s of the clcaring^ house should act as the settling: bank or the 
‘ bankers* bank *, the other banks keeping- a balance with it 
so that the settlement of cross claims is rendered more easy and 
complete. 

The principal clearing houses in India are those of Calcutta, 
Bdmbay, Madras, Karachi, and Rangoon (before the separation of 
Burma on i April 1937). Clearing houses have also been ‘established 
in Cawnpore, Lahore, Simlp, Ahmedabad and Colombo. The 

Imperial Bank of India had in view the establishment of more 
clearing houses, namely at Amritsar, Rawalpindi and Peshawar. 
At many places where there is no clearing house, a^ system is in 
vogue of clearing accounts by giving cheques on the Imperial 
Bank in payment of balances due between the banks in the place. 
The Reserve Bank, the Imperial Bank, the exchange banks, the 
English banking and agency firms and the leading Indian joint- 
stock banks are most of them members of clearing houses. The 
Reserve Bank of India now acts as the settling or bankers’ bank. 
A representative of each member-bank attends 4 :he meeting of the 
clearing house on every business day at certain times. Since the 
members have usually an account with the Reserve Bank, the 
final balance left over after the cancellation of cross claims is usually 
settled by cheques and book entries, thus dispensing with cash in 
any form. Mr McDonald, the Managing Governor of the Imperial 
Bank, suggested in his evidence before the Central Banking Com- 
mittee that an Association of Clearing Banks should be incorporated. 
It should have its own rules and manage every clearing house in 
detail; it should have its own banker, as should every member. In 
India these functions were, until the establishment of the Reserve 
Bank of India, largely performed by the Imperial Bank. There 
was thus confusion, and not infrequently other banks regarded 
their accounts with the Imperial Bank as being nothing more 
than a part of the clearing house and a means of settling their 
differences in the clearing, and overlooked that in addition to the 
balance required to meet their clearing differences, their balances 
should have covered the work involved, as in the case of an ordinary 
constituent. The clearing house returns given below may be taken 
as some indication of the steady growth of trade and banking, 
though adversely affected by the economic depression, especially 
in the years 1931 and 1932. The use of the cheque is still in 
its infancy, being practically confined to the commercial towns. 
Nevertheless, the cheque is gradually finding its way even into 
the mofussil areas, and the tendency has been especially marked 
since the establishment of a number of branches by the Imperial 
Bank. The cheques issued by the co-operative banks are also 
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familiarizing the public in the up-country districts with the n^w 
system. 

The following figures show the growth of the cheque system. 


Clearing House Returns — Total amount of cheques cleared 
(In crores of rupees) 




Year Amount I Year I Amount 


— - 

— 

• . 


igoo 

2^12 

1928 

18,66 

1905 

3.03 

1929 

20,48 

1910 

4.6s 

1930 

i8,i6 • 

1913 • 

6, so 

1931 

> 5.73 

1918 

> 3.95 

1932 

15.90 

1920 

31.49 

^933 , 

16,34 

1921 ^ 

20,21 

1934 

17,24 

1922 

20,22 

I 93 .‘> 

18,85 

1923 

> 8.55 

1936-7 

19,3-2 

1924 

>7.78 

1037-8 

20,Sl‘ 


To popularize apd extend the clearing house system, more 
facilities must be given for the clearing of cheques of private firms 
upgcountry, and the privileges of the clearing house extended to 
registered private banks of suitable* status. The use of cheques, 
although it is growing, is far from being commensurate with the 
vast size of the country and its population. One of the hindrances 
to the* growth of the system is widespread illiteracy. Besides, in 
order to write a cheque, a person must not only be literate but 
must also know English. This is capable of being remedied if the 
joint-stock banks modify some of their methods and make use of 
^the Indian languages in their transactions, particularly in respect of 
cheques, pass books and deposit receipts.* But the greatest 
hindrance is the deficiency of banking facilities. 

The following are some of the suggestions made by the Bombay 
Banking Enquiry Committee to popularize the use of cheques : 
(i) Cheques should be accepted in payment of land revenue, local 
rates and taxes; (ii) the Imperial Bank should revive the policy of 
charging low rates of exchange on up-country cheques; and (iii) 
joint-stock banks and co-operative banks should allow moneys to 
be withdrawn from savings banks accounts by cl\eques.* 

^ This amount, the highest since 1921-2, was distributed gs follows (crores 
of rupees) : 

Calcutta 967, Bombay 816, Madras 110, Karachi 36, Rangoon 82, Cawnpore 
12, Lahore 11, Delhi 18. Report of the Reserve Bank on Currency and Finance 
(i937'S), statement xvii. 

* The abolition of the stamp duty on cheques has encouraged their use. 

• See Report of the Bombay Provincial Banking Enquiry Committee^ 

I pars. 303.6. 
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, §23. Postal Savings Banks, etc. — Government Savings Banks 
were established in the Presidency towns between 1833 and 1835. 
In 1817 District Savings Banks were instituted iir connexion with 
certain select district treasuries. The Post Office Savings-Banks 
were opened in all parts of India in 1882 and 1883, and absorbed the 
District Savings Banks’ business in 1886 and that of the Presidency 
Savings Banks in 1896. The Government Savings Banks are, 
therefore, at present a department of the postal administration. The 
Government do not maintain any specific cash reserve to meet their 
deposit liabilities, which constitute therefore an unfunded debt used 
for capital expenditure. The Postal Savings Baqks provide the 
people of the middle and lower middle classes with a secure means 
of depositing their small savings, for which the general balances 
of the Government constitute a sufficient security. Agricultural and 
industrial workers appear to make a negligible use of these banks. 
In 1914, the Government offered increased facilities to depositors 
by raising the limit of the amount of the annual and total deposits 
permissible to an individual 'depositor as well as by helping the 
depositors in their investments in Government securities. This 
resulted in attracting large deposits, especially because pu'blic 
confidence in private banks had been badly shaken on account of 
the bank failures of 1913-14. The War gave a temporary setback 
to Savings Banks deposits, but there has been an improvement in 
the position recently, as can be seen from the following table. 


The Growth of the Post Office Savings Banks Deposits 



No. of Banks 

No. of 
Depositors 

1 

Total deposit balances 

Year j 

at the end 1 

of the year 

with the Government 
(in crores of rupees) 

1913-14 1 

0,824 1 

1,639,000 

1 

23-16 

1914-15 

10,161 

1,644,074 

14-89 

1918-19 

10,587 

1,677,407 

18*22 

1923-4 

101S35 

2.039,314 

24-79 

1925-6 

11,162 

2,317.390 

1 27-23 

1926-7 

11.994 

2,518,142 

29-50 

1928-9 

* 12,684 

2,020,832 

34-49 

1930-1 • 

12,846 

2,477.613 

37-03 

1932-3' 

ir, 6 oo 

2,736.645 

43 - 4 S 

1933-4 

0.677 

3,089,267 c 

1 S *-*3 

1934-5 

. 1^,679 

3,100,368 

I 58-30 

1935-6 

12,926 

3,541.553 

67-25 


^ The Post Office Savings Banks deposits amounted to Rs. 74*68 and 79*65 
crores (exclusive of Burma) on 31 March’> 1937^ and'* 1938, respectively; See 
Statistical Abstract for British India (1935-6), Table No. 244 and Report on 
Currency and Finance (1937-8), statement xiii. 
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The pre-War amount of deposits has been exceeded since 1922-3 
(when it was Rs. 23*19 crores), though the position is less satis- 
factory than It looks if we consider the period which saw a fall in 
the purchasing power of the rupee. The deposit balances in recent 
years have shpwn an appreciable increase — a result attributed^ to 
the investment of part of the proceeds of the Sales of gold. There 
is a considerable scope for the expansion of Post Office Savings 
Banks, seeing that there were in *1935-6^ only ,1-2,926 Savings Banks 
for nearly five lakhs of, villages in British India, which shows that 
in the case of a vast number of villages the nearest Savings Bank 
is several miles away, making it highly inconvenient for the village 
folk to deposit their savings there. 

In recent years there have been several forms of investment 
open to the public which have come into competition with the 
Post Office Savings Banks. For example, the War loans attracted 
many people who would otherwise have deposited their money with 
the Post Office Savings Banks. Other competitors are the 
co-operative credit societies, the Imperial Bank and the exchange 
and joint-stock banks. 

* Among the suggestions made for making the Post Office Savings 
Banks more popular are the following: (i) a higher rate of interest 
on deposits, more in correspondence with rates obtainable else- 
where; (ii) a further relaxation of the restriction on the amount 
deposited annually and the limit on balances, subject to suitable 
precautions regarding sudden withdrawals;^ (iii) the acceptance of 
deposits in the form of cheques and also the allowing of withdrawals 
by means of cheques; (iv) propaganda for opening new Savings 
Banks offices.* 

The Post Office comes into contact with the savings of the people 
in another way, namely through Cash Certificates. These certificates 
are issued in amounts of Rs. 10 or multiples of Rs. 10; Rs. 10,000 
being the maximum limit for the face value of the total holdings 
by one person. They are payable after 5 years from the date of 
purchase and are issued at a discount, full interest, i.e. face value, 
being payable only at the end of five years. Since the time of 

the War a Government Loan branch has also usually been tacked 

• 

^ The amount that can*be deposited into an account in a single year is 
limited to Rs. 750 and the total balance to Rs. 5,000. Thfe minimum amount 
that can be deposited at any time is four anpas, withdrawal being permitted 
only* once a week. The rate of interest was reduced from 3 per cent to 2^ 
per cent in 1033, and to 2 per cent in 1936. 

* The Bombay Banking Enquiry Committee recommend that * in the 
experimental stage, in selected areas' officers of the co-operative societies or 
village schoolmasters serving as part-time postmasters should be entrusted with 
the work of collecting deposits — Report, par, 289. 



45® 


Indian Economics 


on tt) the Post Office. As regards the Post Office Cash Certiiicales 
the system is capable of being* extended and further popularized so 
as to make it finance a considerable portion of the prbvincial capital 
expenditure. In 1930- 1 the amount of the Postal Cash Certificates 
outstanding was Rs. 38*44 crores, whereas it was, only Rs. 13*12 
crores in 1924-5 and Rs. 8*88 crores in 1917-18, when the system 
was first introduced. In recent years the amount of Cash Certi- 
ficates outstanding has greatly, increased, being Rs. 65*98 crores 
on 31 March 1936, in spite of the successive reductions in the 
intereyt yield. ^ This result also has been attributed largely to the 
sale of gold at high prices and the investment of the proceeds in 
Cash Cl i tificates. In order further to popularize Cash Certificates, 
it has ]>een suggested that, as it is not possible to open a post 
office in every village, the village patel and the acQOuntant, who 
collect the land revenue, could conveniently undertake the business 
of Cash Certificates, which may also be accepted at their realizable 
value in payment of land revenue.* On the whole the system of 
Cash Certificates has abundantly justified itself. ‘However, in order 
to avoid unfair competition with banks and bankers, a lowering of 
the yield on Cash Certificates may be desirable. Also in order io 
meet the grievance that there is at present too great a diversion 
of funds outside the districts, some of the money collected througih 
post offices may be placed at the disposal of co-operative societies, 
or advanced as takkavi, to individuals. 

§24. Effects of the War on Indian banking. — One of the effects 
of the War on Indian banking was a remarkable increase ir bank 
deposits. The total bank deposits of all the banks (the Presidency 
Banks, joint-stock banks and the exchange banks)® amounted to 
Rs. 97*51 crores in 1913 and Rs. 1,63*62 crores in 1918. 

The large War profits made by some of the industries, like the 
cotton-mill and jute-mill industries, naturally increased the cash 
deposited with the banks. In addition the banks gave credit, both 
to the Government and private individuals and bodies, in connexion 
with the issue of and investment in War loans and Treasury Bills. 
The banks gave credit to the Government by themselves subscribing 
to the War loans and the Treasury Bills, and the Government drew 
upon this credit by issuing cheques on the banks to its creditors 
from whom heavy purchases of war materials, etc., had been made. 
These cheques were in their turn carried to their accounts at the 

’ The amount declined to Rs. 60*53 crores (including Rs. 0*32 crores in 
Burma) on 31 March 1938. 

* See Wadia and Josh!, op. cit., p. 359. 

* In the case of the exchange banks, only the deposits in India are taken 
into account. 
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banks by the Government’s creditors. The banks thus found that 
their deposits increased by the amount of their subscription to the 
Government loans. The banks helped private persons and bodies 
to invest in War loans and Treasury Bills by opening deposit 
accounts with them. Thus both these sets of causes served to 
increase enormously the total amount of the deposits. 

Another effect of the War was the worsening of the pre-War 
situation as regards the smallness •Qf the capital of the banks in 
relation to the business transacted. This was due to the excessive 
anxiety of the banks to make larger and ever larger net parofits 
by as rapid a Jurnover of their capital as possible. 

Further, the War witnessed a very considerable growth in the 
cash reserves of the banks, partly owing to the increase in the 
deposits and partly to the necessity felt by the banks to maintain 
stronger reserves as a safety measure under the abnormal War 
conditions and as a result of the banking crisis of 1913-14, the 
memory of which was still fresh and vivid. There was also a 
considerable increase in the investments of the banks, partly owing 
to the great activity of the export trade, but primarily as a result of 
th8 bank’s investments in War loans and Treasury Bills. The War 
brought higher dividends, tighter money and high bank rates, and 
a great increase in the amounts of cheques cleared. Lastly, the 
experiences of the War imparted greater urgency than ever to the 
question of a central bank, the need for which had already been 
clearly indicated by the crisis of 1913-14. 

§25.. Characteristics and deficiencies of the Indian money 
market. — ^The money market in India exhibits several characteristics 
and deficiencies, some of which are reviewed below. In the first 
place, as previously pointed out, the money marke^ in_ IndtfL.-i& 
divided into several segments which are loosely co-rcJaj£d-lQ eac h 
othe r. Each sect ional agency such as the Imperial Bank, the 
exchange banks, the joint-stock banks, the co-operative banks, 
the indigenous bankers, etc., limits itself to a particular c lass of 
business and r emains virtually_in(kBendcat, jg Jts. awn, ^p.hergi,^ 
The relations between the variotis members of thew money market 
are not very happy. Thus the joint-stock banks are jealous of 
the privileged position of the Imperial Bank,* which until the 
establishment of the Reserve Bank performed to a .limited degree 
the functions of a central bank. The exchange banks occupy a 
very strong position, and complaints are often heard that they 
are encroaching on the province of the joint-stock banks. Before 
their inclusion in the list of scheduled banks they were not amenable 

' This criticism applies specially to the period before the establishment of 
*the Reserve Bank. 
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tocany law or authority in India. The link between the co-operative 
and other banks is also very loose. But the most serious cleavage 
exists, as already shown, between organized banking jnstitudons 
and indigenous banking. Even the latter or the bazaar part of the 
money market is not one compact entity, but is further subdivided, 
as, for example, in Bombay where there are separate Gujarati, 
Marwari and Multani bazaars, each with its own rate of interest. 
The absence of a, genuine ccqtral bank until recently (April, 1935) 
aggravated the separatist and centrifugal tendencies ; and although 
the j^eserve Bank of India has already commenced work no revolu- 
• tionary changes can be expected in the near future, firstly, because 
the relation of the Reserve Bank to indigenous bankers has not 
yet been settled; and secondly because before a well-organized and 
close-knit money market is brought into existence a certain amount 
of time must necessarily elapse, in order that the influence of the 
new central banking structure, imperfect as it is, should permeate 
throughout the credit organization of the country.^ 

§26. Confusion and chaos of money rates. — An inevitable 
result of the sectional organization of the money market in India 
is the confusion and chaos of the money rates. The Central Bahk- 
ing Enquiry Committee cannot be said to be guilty of exaggeration 
when they say, * The fact that a call rate* of | per cent, a hundi 
rate* of 3 per cent, a bank rate^ of 4 per cent, a Bombay bazaar 
rate* for bills of small traders of 6f per cent and a Calcutta bazaar 
rate* for bills of small traders of 10 per cent can exist simultaneously 
indicates an extraordinary sluggishness in the movement pf credit 
between the various markets This presents a marked contrast 


^ Another defect of thf* In dian money market before the inauguration of 
the Reserve Bank of In dia was the_ control over~~the money marke t by 
the Government, which was the currency auth^ity, and ^he IrnperiaTIBinkr 

WKlCh “Was"^ the credit controlling nf>enpy io ^ limited , d egr e e. Further the 

Gwernment dominated the money market by their currency and financial 
operations. The inauguration of theHRe'serve Bank, which is both the currency 
and credii^controlling authority, has removed these two defects. 

* The call or pall money rate refers to the interest rate charged on surplus 
money seeking (‘mployment for a possibly minimum period of 24 hours. 

* The (Imperial ^ank) hundi rate is the rate at which the Imperial Bank 
will discount first-class three months’ bills. • 

* The bank r«4tc (old) refers to the rate at which the Imperial Bank, before 
the establishment of the Reserve Bank of India, was prepared to grant demand 
loans against Government securities. This is now known as the advance rate 
of the Imperial Bank. The basis of the bank rate as now quoted by the 
Reserve Bank is explained in §58 below. 

* The bazaar rates are those at which the bills (hundis) of small traders 
are discounted by the shroffs at Calcutta and Bombay. 

* See C.B.f?., 570. 
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with the close relation between the various money rates in the 
f London money market, all of which depend ultimately on the bank 
rate and promptly adjust themselves to changes in that rate. The 
old bank rate charged by the Imperial Bank, though quoted in 
financial journals^ along with the bank rates of the central banks 
of other countries, had a different and limited significance*. 
Whereas the rates of the central banks usually denote the rates at 
^ whjch firs^ckss trade bills can _ be ^dis coupted at the central bani^ 
the I mpex iai-J^ank-rAte-wftfr net^a^j dispQ unt rate but a loan rate. 
The ^vWcd c(mtrol over currency by the Government and credit 
by the Imperial Bank before the inauguration of the Reserve , 
Bank made the confusion of rates worse confounded. Anothe r 
charac teri^lc ,of_the money rates in India is the perceptible disparity 
in respect of them at the two principal centres, Bombay and Calcutta, 
leading ^e^-flkietttations m the prices of securities and reactions' 
on trade movemeots. ^ This is brought out by the table of money 
rates below. 


Indian Money Pates per cent (19^76-7) ^ 
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We may now consider further the question of the relation 
between the old (Imperial) bank rate and the bazaar hundi rates. 

We have already remarked that the indigenous banker finances 
the movement of crops during the busy season largely from his 
own resources. He is, however, ultimately dependent upon the 
Imperial and the other j<fint-stock banks for the additional funds 
he requires. Therefore in times of s tringen cy the tfaz aar rate for 
f irst-cl|iss htind is follows the Imperial Bank rate. As we have seen, 
t£e shVi^s who do the hundi discounting business charge higher 
rates than the bank rate, profiting by the difference between the two 
rates. Towards the beginning of the slack season the bank rate is 

^ See Report on Currency and Finance for the year Statement xvi. 
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gOperally higher than the hundi rate.^ When money is easy the 
correspondence between the two rates is less close than when it 
is tight, and the shroffs may disregard the bank rate and may 
underquote the bank.^ It should be noted in connexion wkh the 
absence of complete harmony between the two rates that t he shroffs 
Scarcely ever discount European paper and do not purchase foreign 
OT sterling Tiills. ‘ Neither do they lend money on Government 
paper or similar securities, but (j’onfine their advances to the discount 
'oT TiundiSy to loans to cultivators and against gold or silver bullion. ^ 
The^ ba nks do not compete with the shroffs for the purchase of 
, traders* hundis and therefore there is often little apparent relation 
between the shroff’s rate and the bank rate. The shroff’s reliance 
on banking funds is not sufficiently continuous or sufficiently great 
for the two rates to be closely similar. The operations of'the shroffs 
still lie to a great extent outside the banking system of the country. 

The natural link between the Indian money market or the 
bazaar, and the market controlled by banking institutions of the 
European type would be ’ a steady supply of^ trade bills endorsed 
by reliable firms or discount houses which are in touch with both 
markets and are able to meet the needs at one end of the merchant 
who prefers the elastic methods of bazaar finance, and to take 
advantage at the oilier end of entry into the central money and 
discount markets’. 581.) 

The levelling down of the various money rates must be a matter 
of slow growth and development. ‘ The ultimate ideal must be the 
mobilization of the whole of the floating resources of thq country 
into one large pool, into which bills can find their way with as 
little delay and with the intervention of as few intermediaries as 
possible.*® The inauguration of the Reserve Bank and the 
expectation that it will promote the establishment of a bill market 
in India gives rise to the hope that the bank will put an end to 
the chaos of money rates and exercise control over the various 
money rates prevailing in the mone\ market (see §§28-9 below). 

§27. Seasonal monetary stringency. — Another striking charac- 
teristic (incidentally referred to above) of the money market in 
India is the seasonal monetary stringency and high money rates 

^ * The hundi rate rises and falls with the hank rate proper, though some- 
what in advance of it and naturally so, for one is a discount rate and the 
other a rate for day-to-day loans. Thus at the beginning of the busy season, 
the hundi rate would usually be higher than the bank rate; the reveme being 
the case when the slack season is about to begin, so that the hundi rate 
may be said to be a sort of long-distance signal.* — Bahington^Smith Commission 
Report, 

* See Shirras, Indian Finance and Ranking^ pp. 341-2. 

• C.B.R., 581. 
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during a part of the year. The year in India is divided into^two 
more or less distinct periods ; ( i) November to Jun e, which is the 
period of the* busy season when mon ey is required to move the 
crops from_ the up-country districts toijhe port town^ and internal 
centres of consumption, and (H) from July to October, which is the 
period of the sfack season when the money returns to the finandial 
centres in payment for bullion or other commodities. There arc 
wide fluctuations of the money rates fr9m one period of the year 
to another, and the spread between the maxirniim bank rate during 
ihc busy season and the minimum during the slack season is very 
striking. For instance, the highest bank rate in the year 192^ 
was 9 and tfie lowest 4, corresponding figures Tor 1928 being 7 
and 5, for 1929, 8 and 5, for 1930, 7 and 5. During recent years 
of depression the bank rate has remained at a comparatively 
lower level and without any change during the whole year, for 
example, during 1933-4 1934-.*^ ^hc bank rate remained 

unchanged at 3J per cent. This is an indication of the general 
s lackness in the tra de ^ prevailing low level of 

commodity prices, of the release of frozen credit wrought by the 
sHle of golcl7 and to some extent of the feeling of ease caused by 
expansion of currency. The Reserve Bank of India was compelled 
tft reduce the bank rate to 3 per cent with effect from 28 
November 1935 under pressure of easy conditions and weight of 
mondy awaiting investment It has since remained unaltered (Sep- 
tember 1938). The bank rate^ varies with the intensity of the deman^ 
for money, which agaiiT depends upon the nature of the harve.st, 
the^ briskness of the demand for the great staples of agriculture 
(cotton, "Jute, wheat, rice, etc.), especially for export purposes, and 
the range^of prices prevalent for them. . We have already seen how 
the" crops are financed in the earlier stages by the indigenous bankers 
and how a considerable volume of business is thus brought by them 
to the Imperial and other banks who discount and rediscount the 
shroffs’ hundis. T he demand for moving t he crops occasions, a 
seasonal stri ngency in the money market^ further emphasized by 
the great demand for currency which comes at the same time in 
connexion with holidays, marriage ceremonies, etc. Byt apartJLcftni^ 
these f^r^rnamting fnr,_ «spa ,s nn a l .. - S t ringen cy^ th^re. are.- other 

factors responsible for tife normal high money r^es in Indi a (before 
th'FcconofmcT depres^slo'n^ ^“We have Already spoken about the part . 
which the Reserve Treasuries played in -causing monetary strin- 
gency. The transfer of large cash balances to the Imperial Bank 

* The old Imperial Bank rate varied Inversely with the cash balances, 
which get depleted during the busy season, and begin to swell during the 
stadc season. 
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(noi^ to the Reserve Bank) brought some relief to the money market. 
The Govern ment monopoly of n ote-issu e an d its divorce from bank- 
^ing, until its transfer to the Reserve Bank of India, was responsible 
for a maladjustment between the supply of and demand for mpney. 
A certain element of elasticity was imparted to the note-issue by 
thfe provision for t he, seasonal issue of currency up t o Rs. 12 crores 
against inland biHs of exchange, under the Paper Currency Act of 
1923. But this amount w^s fixed arbitrarily and its extension was 
widely desired by the commercial public. The rates of interest were 
also felt to be prohibitive. Moreover, there is a shortage of 
genuine inland trade bills as cover against the seasonal increaseT' 
As Sir Basil Blackett pointed out to the Hilton-Young Commission, 
the Imperial Bank sometimes had to put some pressure on their 
clients to convert cash credits into hundis in order to leave a suffici- 
ency of self-liquidating hundis to obtain emergency currency. The 
monetary stringency has also been attributed to the h eavy bor- 
rowings of the Government in the mon^ markjet since the War, which 
prevented the Imperial Bank from collecting sufficient surplus cash, 
affijOBiiS-Jjie money rates jremained unduly high. The exchange 
policy of the Government, involving deflation or refusal to allow the 
normal increase in currency, also added to the monetary strin- 
gency from time to time. But from the nature of the case this 
cause comes into operation only occasionally. On the other hand, 
the purchase of sterling in India, arrangements for cheap inland 
remittances, and the starting of additional branches by the Imperial 
and other banks, have had the effect of lowering to some extent 
the pitch of money rates during the busy season. However, ex- 
cluding the recent years of economic depression and cheap money, 
the normal rate for money in India is still far too high and acts 
as a discouragement to business activity. A fundamental reason 
for the high r ate is the scarci ty^of capital, w hich Js the .direct. r£§ult 
of the great poverty of the people. The income of the great 
majority oT the people Ts so small that any saving is scarcely possible 
for them. A nother reason is that a considerable ^mount of poten tial 
capital takes the form^of hoards^- which lie idle and sterile in the 
absence of adequate banking facilities to attract them into profitable 
investment. (The «ale of large quantities of gold for export in 
recent years has lessened the force of this factor. It has also 
partially contributed to cheap money conditions and low interest 
rates.) These defects pointed to the need for a central banking 
agency which could ^read the available resources more eve nly 
over the different parts of the country and the different seasons 


‘ See p 355 above. 
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of the year. Now that the Reserve Bank has been established, it 
ib expected that * the supply of additional note currency against 
eligible commercial paper would be automatic and the question of 
penal rates of interest would not arise \ (See §53.) 

^ 28. Lack of a bill market. — A well-organized b ill jnarket is 
an indispensable adjunct of an efficient moj|ey market and is 
essential far" t h e .. s naoot h. ^working, oj ,the credit mechanism. It is 
also necessary for linking up the various^ credit agencies ultimately 
and effectively to the central bank of a country*. * The present situa- 
tion in India in this respfctt is most unsatisfacton . As the Central 
Banking Enquiry Committee point out, from the point of view of 
a discourft market bills in India are scarce. This is not due to 
a lack of knowledge regarding the utility of this form (the trade 
bill) of credit or unwillingness to make use of it. Hundis^ which 
are the analogue the western bill of exchange, have been in use 
in this countiy from the twelfth centurv onwards, if not earlier. 
The seal city o f bills, which is clearly brought out bv the very small 
proportion of their assets devoted to, the purchase of bills by banks 
in India, may be ^attributed to t he following rea«>(>ns * (i) In the 

fiist place, banks in India have to maintain a stronger liquid 
position than in western countries, •and thcre^ re a FeT iTtively very 
Uirg^porCron'of their assets is locked up in gilt-edged wurities — a 
practice 'Fa wured" To far bV~fhe'”atfracfIve'~>Terd of Government 
securities, (li) Secondly , banks do nm make it a practice of 
discoun ting their bills with the Imperial Bank of India, as tTiis 
i s consideicd to be a sign of weakness by the market, (iii) 
J oint-stock banks piefcr taking l oans from the Imperial Bank _on 
Government ^securities to offering bills for rediscounting b qcause 
the latter is itsql fji coji ipetin g comrnercial bank and no bank would 
like to giye aw ay the secrets of jts bill portfolio to a rival bank. 
Moreover, tho Impanel Bank dwniintr gnly Jaills ^approved ^y 

it Mt- its and docs n ot l ay__dowj 3 . -any. -standard*?. 

rcsgect, the joint-stock- ha nks ca nnot -depend.- upon bills brought 
in^Jby^Jliei^j^gtomers. (iv) ^Another obstacle in the way of the 
development of a bill market in India is the de fective grounding 
of the bazaar hun di, wb jrb t^nnt rowdi l y -acceptable- te^-bajalTsTTwhfL^ 
are at present compelled to insist on the personal security of the 
e ndorsing shrof f, if he ha ppens ^ be on the bankas list cTf TppfOVPd 
bh£D£^s. It is not clear cm the face of a bazaar hutidi whether it^is 
a piye finance bill or a genuine trade bill, since it is not always 
accompanied by documents like sale contracts, invoices, documents 
of title, etc., whereby the bill could be supported and connected 

‘ For a detailed discussion of this problem see chapter on The 

Banking System and the Money Market. 

30 
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with a particular lot of goods or produce. Other difficulties in the 
way of the free use of hundis are a baffling variety of langu^ es 
in whic h th e hundis are draw n. Hjvfrdty of customs regarding days 
iit-gcace, etc., widespread illiteracy of the masses, the Ijeavy 
stamp duty on mudati hundis (usance bills), etc. (v) ArifTthf*' 
which prevents free deyelopoifiOt of the bill mar ket in India i s th e 
system of c ash .credits which js greatly in vogue in inland trade 
finance in India. . It offers certain advantages both to the lender 
aniJ the borrower. For instance, the borrower has to pay interest 
on cash credit only to the extent that credits are used, and the 
bank* can withdraw credit in the event of deterioration of the 
1 borrower*s position. On the other hand there are 'certain advan- 
tages of bills, viz. liquidity to banks and the borrower’s certainty 
of a definite amount of credit during the period of currency. The 
use of bills may be expected to be more popular, -provided the 
banks take the initiative in the matter. 

§2g. Measures to promote a bill market.— The Central Banking 
Enquiry (Committee Have suggested various measures for the 
development of a bill market in India. (C.B.R,, 593.) (i) The 
Reserve Bank of India should be prepared to buy or rediscount <at 
its published rate — which should be the minimum rate — first-class 
trade bills and promissory notes arising out of bona fide commercial 
transactions and should at its discretion charge higher rates for 
demand loans against authorized securities. The joint-stock 6anks 
need not look upon the Reserve Bank as their rival and may be 
expected to avail themselves fully of the facilities of rediscounting 
commercial paper offered by it (see §50 below). (iiV^^ iscountin g 
char ges should b e reduc ed so as to facilitate use of bills , and a 
clearing house for bills should be established in all provincial 
capitals in order to secure charging one commission only, (iii) 
Warehouses^ should be establish ed in various parts of India to 
encourage the use of bills, ns this would tend to replace the pure 
finance (or accommodation) bills drawn by merchants and shroffs 
by documentary bills which would be readily discounted by banks, 
(iv) T he present high rate (18 pies per cent) of stamp dutyj> n 
u sance bill s-r-‘tvhich besides being very onerous at the present low 
money rates seriously militates against a greater use of bills — should 
be either abolished or appreciably reduced. Complete abolition of 
this duty was‘ also strongly recommended by the Hilton-Young 
Commission. It is gratifying to learn that the Reserve Bank of 
India is pressing the Central Government of India and through them 
the Provincial Governments to carry out the suggestion of the Central 
Banking Enquiry Committee in favour of the reduction of the duty 
to a uniform level of As. 2 per Rs. 1,000. (v) The Post Offices 
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should stock p rinted J)ill forms jn-Kng-Ij sh and Indian lanfi^ua^ep in^ 
parallel . The poting of dishonour and protest by recognized 
associations of^anks, shroffs and merchants should be validated to 
save inconvenience and trouble to the owner of the instrument. 
The customs governing hundis should be standardized with a view 
to promoting their circulation. Legislation may be resorted to, if 
necessary, (vi) Banks should take the initiative in creating bank 
acceptances,^ which would be more.rjeadily ncgoljable than ordinary 
trade bills. In this connexion we welcome the efforts that are now 
being made by the Reserve Bank, which is actively investigating the 
possibility of creating a bill market by encouraging the formation, 
of acceptance houses, (vii) A discount market should be established 
by the adoption of bill-broking as an integral part of the indigenous 
bankers business and by the formation of discount houses under 
the aegis of the Reserve Bank by these bankers and their wealthy 
depositors.^ (viii) The use of b ills should be extended in the 
following directions : (cr) '-Agricultural paper could be created in 
respect of advances .granted to the ryots for the growing of crops 
(though this may take some time to develop). (&)^As regards 
thd finance that is required after the crops have been gathered, 
it is suggested that agriculturists Vnay become members of co- 
operative godown societies and obtain finance on agricultural produce 
from these societies by allowing the latter to draw a four months’ bill 
upon tlicmselves (owners of produce). Such bills may be discounted 
and rediscounted with the central co-operative and other banks, 
(c) The drawing of usance bills should be encouraged for the finance 
of village bankers by shroffs, who can get them discounted with the 
^ banks, (d) An extended use of bills in marketing finance could be 
^brought about by establishing licensed warehouses for enabling the 
village traders to create a documented agricultural mudati hundi of 
six months’ usance, which may be accepted by a registered mahajan. 
The bill so created could be discounted in the central money 
market, (e) The movement of goods from the port town to the 
interior should be financed by bills which should replace the present 
method of granting open account credit by commi^ion agents to 
the merchants in the interior. (/) The use of bills could also be 
extended in the financing of the foreign trade* of the country. 
Rupee import bills should be introduced in place of the present 
sterling import bills, which cannot be dealt with by the Indian 

* A banker’s acceptance is a bill which the bank, under a prior arrangement 
with the purchaser of goods on credit, agrees to accept, the bill being drawn 
by the seller of goods. 

* See Draft scheme of the Reserve Bank of India for linking of Indigenous 
ankers (a6 August 1937). 
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nwyiey market. Bankers’ acceptances should be promoted for financ- 
ing the import trade. ^ Importers should be allowed to take delivery 
of goods on hundis instead of on trust receipts as at present. 

The establishment of a well-organized bill iHcarket is es^ntial 
for making our credit ^t^ucture more elastic and cflicicnt and to 
*fLipply a corrective to seasonal stringency. The experience in the 
United Stales shows that the founding of a central banking 
organization is followed by the development of a bill market. One 
may expect a similar happy re*sult here now* that the Reserve Bank 
is established and is authorized to pur( 5 hase, sell and rediscount 
bills of exchange (including rupee import bills) and promissory notes 
’endorsed by a Scheduled bank or a provincial co-operative bank, 
and to issue notes against the cover of such eligible paper in the 
busy season. (See also §§50 and 53.) The marketing surveys, which 
at present are being conducted by central and provincial marketing 
officers under the supervision of Mr T/ivingstone, the Marketing 
.\dviser, may throw further lif»ht on the possibilities of extending 
the use of bills in India. 

S30. Methods of inland remittance.^ — In connexion with the 
movement of crops during the busy season, the question arises** as 
to how the large funds required at different times of the year in 
different parts of the ('ountry are provided. Five main methods 
of inland remittance may be distinguished : (i) Remittance by 

hundis or cheques; (ii) transfers through the Imperial Bank; (iii) 
transfers through the Government Treasuries ; (iv) transfers of 
rupees by rail or road ; and (v) remittances through the Post Office. 

(i) Hundis or cheques. — We have already discus.sed the opera- 
tions of the shroffs and their hundi business, and showed how 
hundis are drawn for remitting money from one centre to another. 

We have also referred to the growing popularity of cheques 
and the part played by the machinery of the clearing houses in 
facilitating payment by cheques. 

(ii) Transfers through the Reserve Bank and the Imperial Bank . — 
Cheap remittance facilities within the country are afforded by the 
Reserve Bank and the Imp>erial Bank. The former issues and pays 
telegraphic transfers and Bank-post bills. The latter purchases 
demand drafts and pays drafts and telegraphic transfers.® Most 
of the other joint-stock banks also issue banker’s drafts on payment 

^ 595-603. 

® See Report on Currency and Finance for the years 1935-6 and /936-y, 
Statements xix-xxi for Internal Remittance Statistics. ' 

® For particulars regarding the remittances through the Reserve Bank, 
Imperial Bank and the Government see Report on Currency and Finance for 
the years 1935^ and 1936-1^ Statements xix-xxi. 
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of a ^mall commission. The Central Banking Enquiry Committee 
stromgJy recommend that the cost of internal remittance in India 
should be reduced as far as possible (par. 157). 

(iii) Transfers through Government Treasuries. — Though Govern- 
ment Treasuries, are primarily maintained for administrative puj- 
poscs, they usually sell to the public ‘ Supply Bills ’ and ‘ Transfers 
drawn upon other treasuries, provided the latter have sufficient 
funds. A small commission is charged for the;se facilities. Where 
no adequate facilities fgr remittance are available, co-operative 
banks may be encouraged in their work of inland exchange business 
by restoring the facilities for free remittance transfer. They may* 
also be given facilities for getting funds by the sale of drafts on 
the apex ^bank at district and tahiha treasuries free of charge. 

(iv) Transfers hy rail or road. — Though the actual transport of 
specie by rail or road is being gradually siipersc‘dcd by the methods 
described above, considerable amounts of rupees are still sent by 
rail to cotton and jute areas to purchase the crops from the 
cultivators and smrfll merchants who insist on payment in silver 
coin. Even ihe ten-rupee note is of too high a denomination for 
ordinary purposes. * It so happens^ that the dilTerent harvests are 
read) to be moved at different times in different parts of India. 
The ('otton crop is moved in DeceinbtT to April in western and 
northern India, the wheat crop in April, May and June in northern 
India, and the Burma rice crop in January to April, and the jute 
crop in August to December. Silver coin is thus moved many 
hundreds of miles backwards and forwards between different parts 
of India during the year. There is, however, now a tendency to 
replace coin by notes, as shown by the return of rupee coin from 
circulation. 

(v) Postal remiflances. — Remittances by postal money orders 
serve a useful purpose so far as small sums are concerned, but 
they are expensive when the amounts involved are large. A 
reduction in the rates is therefore desirable. The Post Office has 
developed a system of setting payments in opposite directions 
against one another similar to that followed in the case of cheques. 
Remittance in notes through the Post Office early established its 
popularity and incidentally led to the adoption of the circle system 
for the regulation of paper currency.’’ 

All these methods help in Increasing the fluidity of money and 
prevAt the rates for it at different places from being even more 
disparate than they actually are. 

» Ibid. 

* H. 5?. Jevons, Money, Banking and Exchange in Jndia^ pp. 98 - 9 . 

* Ante, ch. v?i, §839-40* 



470 


Indian Economics 


•§3i- Utility of central banks. — ^The International Financial 
Conference which met at Brussels in 1920 passed a resolution that 
* in countries where there is no central bank of issue^, one should be 
established Underlying this resolution is the idea that thbre is 
a^ close connexion between the maintenance of financial stability 
and a central banking organization. The advice embodied in this 
resolution has in the last few years been widely followed in European 
countries and the United States, 'till lately the home of decentralized 
banking.^ In India the opinion had been gaining ground for a long 
time cthat a central bank was essential in the country for variou^-^ 
•reasons. B} the^ force of circumstances the Government <had come 
to take upon themselves important functions, such as note-issue, 
management of cash balances, regulation of foreign exchanges, etc., 
and it was felt that these functions were best performed by a 
central bank. Again, it was a great source of weakness that thes^.^ 
functions should be divorced from banking proper. This divorce 
led to the keeping of two distinct reserves, namely, Government’s 
reserves and bankers* reserves, with ill-defined relations between ! 
the two, and it made the monetary system highly inelastic. 
absence of a central banking ^ authority further led to a general 
lack of direction in the banking policy of the country. Though 
there was the * multiple reserve * system in theory, that is to say^ the 
various banks kept their own reserves, in practice these reserves 
were hardly adequate, and the danger was that in a crisis everyone 
would count upon everyone else. The bank failures of 19 13- 14 added 
to the strength of this argument. Other advantages of a' central 
, bank would be a moderation of the wide fluctuations of the bank 
rate and mitigation of its normal high level through an enlargement 
and co-ordination of the banking resources of the country. The 
^central bank would also provide adequate redi.scount facilities, j?o 
that the other banks would be in a position easily to liquefy their 
assets, a facility w^hich would increase their credit. A central bank 
w’ould further take over from Government officials the responsibility 
for a variety of financial and semi-financial duties for the discharge 
of which they were ill equipped. The absence of expert advice and 
experience in India had resulted in the centre of power in financial 
matters being shilted to the India Office and the India Council, 
which, however; were not adequately in touch with conditions in 
India. The central bank would get over this difficulty by providing 
trained experience and advice on the spot, and it would also be 
useful as’a^buffer between the Secretary of State and public criticism. 
The introduction of a gold bullion standard in India would impose 

^ See Klsch and Elkin, Central Banks, p. 3. 



Banking and Credit 


47 * 


on the currency authority the obligation to buy and sell gold at a 
fixed parity on demand and to allow the free inflow and outflow 
of gold, l^he unlimited obligation to provide gold (or gold 
exchange) at a fixed price requires that the currency authority should 
be in a position to check a drain on its gold reserves by raising 
its rate of discount. On the other hand, if gold is being imported, 
the currency authority will lower its discount rate. The manipula- 
tion of the discount rate so as to* maintein cpicrency stability is a 
function which falls pecqliarly within the sphere of a central banl^ 
which is further calculated to help a fuller, wider, and more effective 
use of tjie Government balances for commercial and industrial 
purposes. A central bank would also extend banking facilities by 
helping the smaller banks and arranging for a continuous reduction 
of remittance charges from one part of the country to another, to 
the great benefit of the commercial community. Another advantage 
is that the central bank would be an instrument for the wider 
diffusion of sound and reliable banking practice. Lastly, the 
maintenance of the* stability of the purchasing power of money is 
being increasingly recognized to be a world problem requiring the 
co-operation of the principal countries of the world. This co- 
operation would be best attained, if each country equipped itself 
with an efficient central bank.* 

§32. History of the proposal. — The idea of a central bank for 
India is almost a century old.* As early as 1836, a large body of 
merchants interested in the East Indies submitted to the Court of 
Directors a project for a great banking establishment for British 
India and claimed the following advantages for the scheme : 
That it would (i) fa cilitate the use of English capital tQ finance^ 
English commerce; (ii) give stability to the monetary system of 
InHiaTj^^^d (iii) be convenient to the East India Company in 
connexion with its financial arrangemeats, especially the-management 
of revenue receipts in India and the remittance of Home Charges. 
The basis of the Bank of Bengal, it was urged, was too narrow for 
such a customer as the Government. The definite establishment of 
the three Presidency Banks put an end to the idea of turning the 
Bank of Bengal into a Bank of India. The scheme of constituting 
an all-India bank by t^p amalgamation of the* Presidency Banks 
came to the front for\he first time in 1867, when 5 t was proposed 
by Mr Dickson, the Secretary and Treasurer of the Bank 0# Bengal. 
No practical results, however, followed. In 1898 the idea of a 

* See K!sch and Elkfn, op. cit., pp. 3-5. 

* For a detailed history of all the proposals for general or state banks 
In India from 1773 onwards, see O* P. Gupta, Central Banking in India 

(1773-1934)- 
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ceiftral bank was considered in a half-hearted manner by the Fowler 
Committee. In 1900-1 the question was taken up by Lord Curzon’s 
Government, and although nothing came of it, tlie Government 
declaied their faith in the desirability of creating a state bank By the 
combination of the President v Banks. In 1912-13 Sir Lionel Abraham 
of the India Office drew up a memorandum on the subject which was 
placed before the Chamberlain Commission. Mr J. M. Keynes, a 
member of the Compiissibn, also prepared an elaborate scheme for 
a central bank in collaboration with ano/her member. Sir Ernest 
Cabl^. The essential features of this scheme uere later incorporated 
•in the Imperial Bank Act of 1920. The outbreak of /^he War led to 
a po«!tp<^^nement of the question till a more suitable opportunity 
offered itself for its rc'consideration The amalgamation of the three 
Presidenev Banks seemed to be the onlv practicable basis for the 
creation of a central bank. The vast extent of their business, their 
uide expel ience and established connexions, their long and constant 
association with the Government and the manv uses to which they 
had been put by the Government, especiallv during the War, made 
it impossible to leave them out of any project for a central bank. On 
the part of the Presidency Banks themselves also there was now 
a greater willingness — not to say eagerness — than had been sho\yn 
befcjre, to fall in \\\th the scheme of amalgamation, on account of 
the fear that, if they did not c'onsent to the plan, pressure of j 3 ublic 
opinion was likclv to force the Government to create a brand-new 
state bank on purely official lines, and to sever their connexion with 
the Presidenev Banks. Accordingly the Imperial Bank Act was 
passed in September 1920 and came into effect from 27 lanuary 
1921. 

§33. Formation of the Imperial Bank. — As a basis for the 
amalgamation, the three Presidency Banks were taken over by the 
Imperial Bank as ‘ going concerns * vith all their assets and 
liabilities Even all of Jhe directors of the old Presidency Banks 
were continued as members of the local boards of the -n ew - - ba nk. 
In rnn^titntinn of the local boards was exaedy t he oamo a s 

that of the old JBoards of Directors. There w-a s no p ro vision fixi ng 
the location of the general head office. The Central Board was to 
meet at least ontfe every year at every local head office. The 
Legislature apparently preferred to adopt this plan rather ' than 
undertake the delicate task of deciding between the claims of the 
three Presidency townss. 

The Imperial Bank is thus a private corp oration li k^ th e Bank 
of England or the Bank of France, but it was until the recent 
(1933) establishment of the Reserve Bank of India qilso z State 
Bank in the restricted sense that it was specially create d by a 
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specific Act of the Indian Leg’i^^latuie and was assisted, controlled 
and supervised by the Indian Government within certain limits. 

I he chief difference between the Imperial Bank and the Banks of 
England and France was in regard to its very limited functions as 
a State Bank. , 

The capital and reserve of the new bank* was Rs. 15 crores 

as against Rs. 7 crores which was the capital of the old three 

Presidency Banks put together. the'K' Rs^ I5 crores, Rs. ti 25 
crores was authorized capital and Rs. 3 75 crores reserve tiind. 

The authorized capital was divided into shares of Rs. 500, each, 

the share;^ bcyig those issued by the new bank. The shareholders 
of the three Presidenc> Banks became automatically the shareholders 
of the Imperial Bank, the shares of the Litter being issued in 
evchangc for the shares held in the foimei. An increase in the 
capital of the bank was thought to be desirable foi greater safety 
and stability and in view of the moie e\tensi\o business of the 
new bank. The inci eased capital w'as secured bv issuing new 
shares, the existinji* shareholders being allowed the right to the 
allotment of two new shaus for e^er^ one they held. 

§34. Constitution of the Imperial Bank. — The control of the 
Imperial Bank was entrusted to a Ccntial Board of Governors with 
local boards at Calcutta, Bomba\ and Madras, and at such other 
placej as the Central Board, with the previous sanction of the 
Governor-General-in-Council, may determine 

Under the Imperial Bank of India \ct of 1020 (which was 
amended in 1934 consequence of the enactment of the Reserve 
Bank of India Act) the Central Board of Governors consisted of 
(i) Managin g Governors not exceeding tw’^o in number, appointed 
by the Govornor-Geneial on the recommendation of the Central 
Board, to hold office during his pleasure; (ii) the Presidents, 
Vice-Presijdents and the Secretaries of local boards as representatives 
of the shareholders, (ili) the Controller of Currency or ^ome other 
officer nominated by the_ Governor-General ; (iv) and lastly, not more 
thanTouf_.non-()fficials nominated by the Governor-General-in-Council 
to represent the interests of the general tax-payer, and the public. 
Th^,. £pntrol ler of Cmxeocy afHl- 44 je Secretaries of the local boards 
were not entitled to- votf. They were only sitthig members. The 
Controller of Currency was the representative of the Government 
and acted as the guardian of its interests. The Governor-Gen eral- 
in-C&uncil wa s entitled to issue instructioD$ Jo fto hank in reapect^ 
of _anv m atter which ijn his opinion^ vitally affected the financial 
policy or the safety of the Government balances. The dut ies of 
the Central Board w'ere to 4 ea L with matters of general jnoUcy, 
to exer cise g ene^^powers of control over the local boards, to 
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determine the distribution of funds and the fixation of the bankjrate 
(which is now called the advance rate), and to be responsible _for 
tho weekly publication of the bank’s accounts. Tlie local boards 
on the other hand dealt with the ordinary day-to-day^ business 
in their respective territories. For the current general (central) 
management there was a smaller working body consisting of three 
members of the Central Board, of whom one was the Controller of 
Currency. A novcj feature w^s* that the bank was allowed by the 
Act to establish a London office. It wa^ not, however, permitted 
to de^l directly with the public in foreign exchange, though it might 
•transact business in London on behalf of the Indian Government 
including the Secietary of State, public bodies, other banks and 
the old customers of the Presidency Banks. 

§35. Functions of the Imperial Bank. — The Act of 1920 followed 
the old Presidency Banks Act of 1876 in defining absolutely the 
class of business in which the bank may engage, though the old 
restrictions were modified in some minor points, especially in regard 
to certain limited powers of access to the London money market 
and dealing in foreign exchange. ^ 

The functions allowed to the bank were: (i) invest ments 
c ertain s pecified securities of the Government of India and United 
iCingdom, Port Trust JJonds, certain Municipal Corporati on B onds 
and those of .State-aided railways and of District Boards ; (n) 
advancing money against any of the above securities; (iii) advancing 
money against accepted bills of exchange and promissory notes, 
against goods or documents of title thereto deposited with or 
assigned to the bank; (iv) drawing, a ee e pt in g y di.scannting and, 
selling ^lls of ejxchange and other negotiable seeufities- payab le -in 
India or Ceylon; and,^ ubject _1q the direction of the-Govemor- 
General-in-Council, the discounting, buying and selling of bil ls of 
exchange payable outside India for^ from or to such banks as 
may be approved. The bank was allowed to draw bills of exchange 
and grant letters of credit for the use of parties whose estates were 
being administered by the bank and also for private constituents 
or customers for bona-fide personal needs; f v)^ bor rowing funds in, 
India^ and^eceiving deposits, rec^mg_ sprnrjrif^ fnr gafp, eiistgjy 
and collecting intete^ thereupon, b uying apd gjJvpr^ 

etc. ; fvi ) the L9ndon office was allowed to borrow money in England 
for the purpose of the hank’s business upon the security of the 
bank’s assets, but was not to open cash credits, keep cash accounts 
or receive deposits in London except from the former-* customers 
of the Presidency Banks. The Act provided for an agreement 
between the bank and the Secretary of State for India to last for 
ten years, being terminable thereafter after one year’s notice. 
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§36. Functions as a public Institution. — ^The functions of « the 
Imperial Bank as a Gover nment hank were as follows : 

(i) The HSamlc .unHftrtof^ thi> grpqpral banking business of 
thj^Indian Government, and accepted payments and made disburse- 
n^ts for the Government. It held all the treasury balances at 
headquarters and at its branches. (This involved the abolition of 
the Reserve Treasury System.) (ii) Th^bank managed the publjc 
debt in return for a specified remvinera 4 ;ion. ^ (iii) The bank \vas 
required to _ undertake to open loo new branches, of which the 
Government of India might determine the location of one in. four. 
Before Jsytiuary 1921, when the Imperial Bank Art came into forccf 
the Presidency Banks had between them 59 branches. To these, 
102 new branches were added by 31 March 1926, making a total 
of 161 branches. Of the new branches, 36 are in places where 
there was previously no other bank, while 61 of the remaining 66 
were opened at places where there was a Government treasury. 
In all, 89 of the new branches are at places where there is a 
Government treasury, (iv) The bank was expected to give the 
public _e.v ery facili ty for the transfer of money between Its branches 
re asonable, rates approved by the Controller of Currency. The 
maximum rate for the transfer of amounts of Rs. 10,000 and over 
was fixed at one anna per cent (instead of the usual four annas 
per cent), but recently, in order to assist other banks and to 
encourage them to effect their transfers through the Imperial Bank, 
the rate for banks has been reduced to half an anna per cent. 
The Government were to cease remittance of funds for the public 
between any two places where the Imperial Bank carried on business, 
(v) T he Lond o n offi ce .of ihe bank, 'which was started in Januarv 1921, 
took ov er a portion of the business of the Government of India 
which 'w^as previously in the hands of the Bank of EnglandT, for 
example, the current account of the High Commissioner for India. 

§37. Business prohibited to the Bank. — (i) The restrictions as 
to dealing i " raising funds in London in their 

relaxed and modified form have been already noted, (ii) Loans or^ 
advances u pon mortgage or oth erwise, upon the primary security 
of immovable property, or the documents of title relating thereto 
were expressly^rohibited, but allowed against* such a collateral 
(secondary) security if the main security was of the .type noted (see 
§35(1)). (iii) Loans or advances could not be made on the security of 
its o wn stock or shares. (iv) T^fi amnunt MiWtrh mi p rht be 
t o any ip dividual \\v f or firm by wav of discou nt or o n 

a ny personal secur ity was limited under by-laws sanctioned^by the. 
Government, (v) Loaiu^or advances could not be granted for a 
lon ger period than •*y mont hs, (vi) Discounts could not be made, 
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or advances on personal security given, unless such discounts or 
advances carried with them the several responsibilities of at least 
two persons or firms unconnected with each otfier in general 
partnership. • 

(J38. Points of criticism against the Imperjal Bank. — The 
Imperial Bank as ’constituted in 1921 was made the target of 
much adverse criticism. We shall here mention some of these points 


of criticism. First of al l,» it vyas objected that the Imp erial Bank 
was n ot a ge nuine jpubljc corporation or a Statc^lwnk. It was a 
jg^va^e concern and especially open to suspicion on account of the 
P^trong representation of European interests on it i\hicb» it was 
thought, might limit the utility of the bank to Indian commercial 
‘^nf?*Tndus rial interests. The Imperial Bank had merely perpetuated 
management, the old policies and the old tiaditions of the 
^Ye^rdency Banks. English management might be unsympathetic 


and unable to understand the needs of Indian merchants and 


*in 3 ustiialists. 'fhe agents at mofiissil branches, being mostly non- 
Indians, might fail to understand the local needs of the people and 
no effort be made to cultivate intimate and friendly relations with 
the shroffs. The bulk of the deposits collected b\ the branches of 
the bank were not invested loc'ally but sent to headquarters. The 
Imperial Bank \^as further subjected to the criticism which had been 
*t%is^d against European-managed concerns in general, namely that 
J^hey did not provide for the tiaining of Indians.^ The scheme 
of Indian apprentices has not been worked so as to give full 
satisfaction. The bank has indeed made a beginning ia filling 
responsible posts by Indians, but has not gone nearly as far as 
it might in this direction. The Imperial Bank has also been freely 
charged \iith discriminating against Indian firms and Indian 
institutions and with sho>^ing undue partiality to European firms 
and European institutions. The representation of Indian interests 
^ the nomination on the Central Board of four non-official Indians 
under the Act of 1920 A\as not considered sufficient, and the public 
demand was that they should be c‘lec't('d by the Assembly. As the 
Anperial Bank as a private concern, the State was deprived of 
the profits which it would have derived if it had been a State 
feank. Nor was t^ere any arrangement ^or a division of profits 
between the bank and the State. The prestige and the material 
assets of the bank, it was argued, depended to a large extent on 
its connexion with the State, which was therefore entitled 'to a 


portion of the profits. The high dividends declared by the bank 
sqliared ill with the primary object for which the bank was 


* See V0I. I, ch. xiii, §16. 
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constituted, namely the promotion of national welfare. The Central 
Board has been found by experience to be too inactive and wanting 
in initiative. Moreover, it can at best only lay down a policy, but 
cannot see it carried out. It has degenerated into a mere board 
of trustees, each member of which is concerned with watching the 
interest of his own ward or sphere. There is.no action or united 
impulse to further general welfare on the part of the Board as a 
whole. The powers of the Board are negative in character and 
not sufficient to evolve a continuous constructive programme of 
banking development. ' • 

The control of the State over the bank under the Act of 1920 
was not *as elfcetive as it should have been, as "the Controller of 
Currency was expected to interfere only when Government interests 
were at •stake. The branch banking policy of the bank has not 
been very successful. Branches have sometimes been established at 
places where there were already sufficient banking facilities, and this 
has exposed existing banks to unfair competition at the hands of^ 
the Imperial Bank, ^especially before ihe establishment of the Reservej 
Bank in 1935, when the Imperial Bank had special privileges and 
large command of Government funds. ^ 

Another group of criticisms wa’^ on the score of the excessively 
limited functions assigned to the bank and the consequent impair- j 
ment of its utility. The bank had little real resemblance to the 
central banks of Europe in relation to the banking and currency 
functions it performed for the Government. In the case of the 
other banks, with the exception of the management of the State 
mint, everything else — for example, the management of the reserves, 
Government balances and note-issue, etc., is left to the central 
banks. But in the case of the Imperial Bank, only the cash balances 
and the duties of a general banking nature were handed over to it. 
The paper currency, the gold standard reserve and the remittances 
to England to meet the Home Charges were still managed by thr* 
Government. Not having the power o f note-issue, ^ 4 he Imperial 
Bank could not effectively control the money market through the 
bank rate, as do other great central banks. 

The monopoly of the exchange banks and the Government in 
the field of foreign exchange under the Act^ of 1920 was lett^ 
practically intact. Thtf fact that the exchange banks had < 
prospered so well shows that the risky character *of the business 
had^becn greatly exaggerated. Another restriction imposed on the 
Imperial Bank was that it could not borrow without security or 
accept deposits outside India. This was no more than a concession 
to the jealousy of the exchange banks, which also explains the 

* cf. K. C. Mahindra, Indian Currenev and Exchange, pp. 193-5. 
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exclusion of the bank from foreign exchange business. Borrowing 
and receiving deposits abroad sometimes might be necessary to ease 
the situation in the Indian money market. Lastly, the Imperial 
Bank, though it was intended to be a co-ordinating agency, was 
far from being a bankers* bank in the strict sense of the term. 
Tiie other banks did keep their reserves with it, but oftily to a very 
limited extent. The result was that the Indian money market 
remained practically as inorganic as it was before the Imperial Bank 
was brought into existence. 

§39. The Imperial Bank of India (Amendment) Act, 1934. — 
When on the recommendations of the Hilton-Young Commission, 
the Government of India introduced the Reserve Bank Sill in the 
Legihlatrx Assembly in January 1927, another bill to amend the 
Imperial Bank of India Act of 1920 was also simultaneously 
introduced with the objects of freeing the bank from'the restrictions 
which on account of its hybrid nature were imposed upon it, and of 
modifying the control of the Government over its operations.^ It 
will thus be seen that the Imperial Bank Amendment Bill was 
consequential on the Reserve Bank Bill, and as the latter had to 
be postponed sine die (see §46) the former could not be proceeded 
with. When, however, the third Reserve Bank Bill of 1933 was 
passed in 1934, the Imperial Bank of India Amendment Bill was 
also passed at the same time as the Imperial Bank of India Act 
(III of 1934) and received the assent of the Governor-GeneraWn- 
Council on 6 March 1934. The following are the main changes 
made by the amending Act: 

(I) Changes in the constitution of the hank , — The Central 
Board consists of the following directors : (a) Presidents and Vice- 
Presidents of the Local Boards established by the Act; (b) One 
person elected from among themselves by the members of each 
Local Board established by the Act; (c) A Managing Director to 
be appointed by the Central Board for five years, who may be 
continued by the Board for further periods not exceeding five years ; 
(d) Such number of persons not exceeding two and not being 
officers of the Government as may be nominated by the Governor- 
Gencral-in-Council ; (e) A Deputy Managing Director to be appointed 
by the Central Boayd; (f) Secretaries of the Local Boards; (g) Such 
number of persons to represent any Local Boards established 
hereafter under* the Act as the Central Board may prescribe. The 
Directors specified in {e) and (/) are not entitled to vote af the 
meetings of the Central Board. The Deputy Managing Director 

* O. P. Gupta, Central Banking in India (1773-1934)9 p- 77* The question 
why the Imperial Bank of India was not converted into a central bank is 
discussed in §43 below. 
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is entitled to vote in the absence of the Managing Director. 
Gover!nor-General-in-CounciI is to nominate an officer of the Govern- 
ment to attend /neetings of the Central Board, who is not, however, 
entitled to vote. Under the new Act the Controller of Currency 
ceased to be an ex officio member of the Board, and the number of 
persons nomimatW by the Governor-General is reduced to two. Sb 
also the Managing Director is to be directly appointed by the Board. 
Government control over the working of the bank is thus lessened. 

(ii) The Imperial Bank of India, which beases to be banker 
to the Government (this •position is now occupied by the Reserve 
Bank), is authorized to enter into an agreement with the Re*serve^ 
Bank of Ihdia ^o conduct Government business as the sole agent of 
the Reserve Bank. (This is more fully explained in §56 below.) 

(iii) ‘The old limitations imposed on the business of the London 
office of the bank have been removed. The bank is enabled to 
establish branches or agencies in India and foreign countries. 

(iv) The Central Board is authorized to establish Local Boards 
without the previous sanction of the Governor-General-in-Council. 
Similarly the bank is authorised to increase its capital without such 
sa^iction. The bank is now freed from the power of the Governor- 
General to issue instructions to it regarding matters affecting his 
financial policy or the safety of the Government balances. 

(v) Removal of some of the restrictions on the business 
transacted by the bank . — ^The principal changes are as follows : The 
bank is now authorized to buy bills of exchange payable out of 
India, to borrow money out of India and to transact foreign 
exchange business. The period of advances and loans (as also of 
bills discounted) relating to the financing of seasonal agricultural 
operations is extended from six to nine months. The bank is 
authorized to acquire and hold and generally deal with, any right, 
title or interest in any property, moveable or immoveable, which 
may be the bank’s security for any loan or advance or may be 
connected with such security. The bank is further authorized to 
advance and lend money, and open cash credits on the security 
of shares of the Reserve Bank, debentures or other securities 
for money issued under the authority of a municipal board or 
committee, or with the sanction of the Governor-peneral-in-Council, 
on the debentures or dther securities for money issued under 
the authority of a Ruling Prince or Chief, or on* debentures of 
companies with limited liability subject to directions issued by the 
Central Board. The bank is empowered to make advances and 
open cash credits against goods which are hypothecated to the 
bank as security for such advances, loans or credits, if so authorized 
by special directions of the Central Board. 
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^ome of the old restrictions [e.g*. restrictions on land mortgage 
business, or on the period (with modifications already noticed) of 
the advances and loans, on the amount of the loans to individual 
borrowers, prohibition of loans on the security of the shares jpf the 
bank, etc.] still continue to operate. These are justified on the 
gVound that the Imperial Bank has been given th^ privilege of 
being the sole agent of the Reserve Bank and will in that capacity 
conduct the Government’s treasury business, and hold Government 
balances. Hence the need for a special Act to regulate the working 
of the ImjXM'ial Bank of India. 

, §40. Recommendations of the Central Banking Committee 

regarding the Imperial Bank. — The Central Banking* Enquiry 
Committte made the following recommendations regarding the 
extension of the scope of activities of the Imperial Bank (on the 
assumption that a separate Reserve Rank would Be established) : 
(i) The indigenous bankers should be utilized by the bank as agents 
for collection of cheques and bills in the same manner as it uses 
joint-stock and ('o-operative l>anks. (ii) It might discount bills of 
indigenous bankers more freely than at present, (iii) The assistance 
rendered to c'<y-operative banks in the matter of cash crecKts 
and overdrafts should be continued, (iv) Remittance facilities to 
co-operative banks should he granted on the same terms as for 
joint-stock banks, (v) It should continue to follow a liberal policy 
of granting advanc'es against agricultural produce in godowns. 
(vi) Within safe and proper limits the bank should extend the 
assistance at present given to industries, on the lines followed by 
joint-stock banks in Germany, (vii) Under certain conditions it 
should endeavour to take its proper place among the banks financing 
the foreign trade of India. ^ 

It remains to be seen how far the Imperial Bank, now that 
it is freed from some of the restrictions imposed by the old Act of 
1920, extends its activities, especially in the direction of industrial 
finance and foreign exchange business. The Bank has established 
a separate foreign exchange department and is trying to expand 
its foreign exchange business. It is in a position of advantage 
in this respect, owing to its London branch, numerous branches 
in India, extensive business connexions, and large financial 
resources. 

§41. Financial position of the Imperial Bank. — The following 
tables between them give an idea of the nature of the heritage 
into which the Imperial Bank of India has entered, g^nd afford a 
synoptic view of its resources and functions. 


‘ C.B.f?., 526. 



Banking and Credit 481 

Capital Re serve » Deposits and Cash Balances of the Imperial 
Bank of India 


[In lakhs of rupees) 


Year 

Paid-up ^ 

Reserve 

Public 

I'rivate 

1 

(\isli 

Investments 
((jovernment 
and other 

,1 Dec. 

Capifal 

and Rest 

Deptisils 

D.'posits 

Balances ‘ 

securities * 

1 


4.1S 

6, Ho * 

• '>5.78 

1 

• *13,00 

aulh(»ti/ed 
undti the Act) 

1 

1 12, 40 

IW 


4.5S . 

«.57 

74.20 

15.01 

12,18 

lf)25 

5»bi 

4,92 

5.47 

77.83 

»7.47 

1 17,01 

i8,sfi 

HP7 


5.24 

7,20 

1 "“*^7 

lO.Scj 

I<J2(J 

. 5.6^ • 

5.47 

7,60 


14^00 

33.00 

10.^1 

S.62 

5iH 

8.32 

1 f>3,H0 

1 1,04 

30,27 


5.63 

1 5.40 

6.44 

74. >3 

i5,(x) 

47.03 



1 5>(»6 

6,72 

74.2H 

18,97 

41.56 

»<)35 

• S/\i 

5.7b 

j 

70,09 

m.S'i' 

40, ss 


[B) Staienicnt of A ffairs of the Imperial Bank of bidia on 
22 April 


[In .thousands) 


* \ssets 

Rs. 

Rs. 

Liabilities 

• 

Rs. 

Rs. 

• 

Investments : — 



(hipital : — 



Government Securities ... 

37.31.27 


Authorized — 2,25,000 



Other i n v«e s t m e n t s 



shares of Rs. 500 



authorized under, the 



e.ich 

11,25,00 


Imperial Bank of 



Issued and subscribed — 



India .Act, 1920 

1,03.25 

38.34.s2 

2,25,000 shares of Rs. 






500 each ... 



/Advances : — 



Calleil up — 75.000 



Loans 

7.0S.72 


shares of Rs. 500 each, 



Cash credits and over- 



fully paid ... 

3.75.00 


BNuliafts 

23.54.47 


1,50,000 shares of 



WSlIs discounted and 



Rs. 500 each, Rs. 125 



purchased ... 

4 .<) 2,25 

35.52.44 

paid 

'>87.50 

5.62.50 

Liability of constituenl.s 



Reserve Liability of 



for acceptances per 



shareholders — Rs. 



contra 


5.8s 

375 P^** hbare on 



Dead stock 


HkuIE] 

1,50,000 shares 

S, 62 . 5 <» 


.Sundries 


56.51 

Reserve fund ... 


5,50,00 

Bullion 

1 


Fixed deposit, saving.s 






bank, current and 



Ca.sh - 



other accounts • 


80,78,20 

In hand and with the 



Loans against securities 



Reserve Bank of India 

7.36.59 


per contra ... 


— 

Balances with other Banks 

8.81.33 

,16,17,02 

Acceptances for • constitu- 






ents 


5.85 




Sundries ... • ... 


> 69,18 



92.65,73 



92,65.73 


* Public (Government) Deposits were transferrefl to the Reserve Bank of India 
on 1 April 1935. 

* Includes balances with tha Reserve Bank. 
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§42. The question of the Reserve Bank. — We shall now discuss 
the question of the Reserve Bank which is proclaimed to be the 
crowning^ of the ncu currency and banking jjystem in India. 

We have already indicated the main funcltons to be assigned to 
the new bank, which is expected, among other things, to be a 
bankers* bank and to Linif\ the control over the* banking and 
currency reserves of the countr\. The Reserve Bank is calculated 
to help India ‘ to move forward towards that financial and economic 
development with 'the grantinjj* of additional financial and banking 
facilities for Indian agriculture, Indiah commerce, and Indian 
indu?»try, which has been the Iheine of one Commission and Com- 
mittee after another. We shall see the developmcn't of ‘a discount 
market and acceptance business, of increased facilities for the 
marketing of produce and, in short, a gradual mobilization of India’s 
immense potential capital for the development of India’s own 
resources The general case for a central bank has already been 
stated.® Such a bank had been widely desired in India, not only 
on account of the impio\(Mneut in banking and currency machinery 
which it promised, but also because ‘ the growing political 
consciousness of the country has led to the search for all national 
emblems, amongst which a central State bank is one 

§43. Case for a brand-new creation. — The Imperial Bank was 
intended to serve as a State bank but we have already seen reasons 
for denying that it filled this position satisfactorily. It performed 
one or two functions of a true central bank, and there was 
much debate on the question whether it would not be desirable 
to turn it into a proper central bank; but the objections to this 
step w'ere various and overwhelming. In the first place, the 
Imperial Bank was a private corporation frankly out to earn money. 
The large number of branches w^hich it had been compelled to 
start had forced it to become a commercial bank. Comme rcial 
banking, however, was incompatible with the position of a real 
central bank. It was also unfair that the Imperial Bank, with the 
advantages even greater than under the Act of 1920 which it would 
enjoy as a central bank, by holding the reserves of other banks 
and the balances of the Government, should be allowed to enter 
into competition other banks not endowed with these privileges. 
The functions of a true banker’s bank are protective and not 
competitive. "Moreover, a large number of branches is not a help 
but a positive impediment to a bank of issue, which wants branches 


* Sir Basil Blackett’s speech introducing the first Reserve Bank Bill (1927). 

* See §ji above. 

* P. Lovett, The Mirror of Investmentt p. 19. 
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only at a few important places. It the Imperial Bank were to be 
converted into a central bank its charter would have to be radic&lly 
altered so as to deprive it of its functions as a commercial bank. 
The Hilton-Young- Commission also argued that the Imperial Bank 
had been playing a very useful role in the credit organization of 
the country, especially since 1920, by establishing blanches in various 
parts of the country, and that it would be unwise to check this 
useful career by restricting the t unctions of the bank to those of 
a central bank. On the contraiyf dt wfnild be desiiablc to free 
the Imperial Bank altogelher from the restrictions imposed upon it 
under the Act of 1920 — restrictions which clearly had their origin 
in the hybrid ^character of the functions originally assigned to it.* 
With the withdrawal of its central banking functions it would be 
freer and jnore competent to perform its important task of spreading 
banking facilities in India. The Commission, therefore, favoured 
the establishment of a sepaiate and entirely new central bank and 
proposed that the Imperial Bank <^hould carry on important agency 
work for the Reserve Bank This view was generally endorsed in 
the countiy. We h*ave alrta<!y stated that the Imperial Bank had 
n^t succeeded in winning popular esteem and had never been held 
to be remarkable for the broad national outlook essential for a 
c^tral bank, and public opinion on the whole was strongly against 
its metamorphosis into a Reserve Bank. The Central Banking 
Enquiry Committee also favoured the creation of an altogether new 
Reserve Bank. 

§44 The Hilton-Young Commission’s proposals. — The Hilton- 
Young •Commission proposed that the Reserve Bank should be a 
private shareholders’ bank The constitution which they suggested 
for the Reserve Bank was on the same lines as that of the Imperial 
Bank, and they considered that, having regard to the large area 
of the countiy and its diversity of local conditions, the system of 
local head offices in the chief business centres, managed by local 
boards elected by shareholders registered in the respective branch 
registers, would be the nM>st appropriate. The central as well as the 
local boards should be independent of the Government and free from 
all political pressure, and a predominant majority df their members 
should derive their mandate from the shareholders of the bank by 
election, only a small n^nority on the board being nominated by 
the Government. The presence of Government nominees is indeed 
necessary in view of the Government’s experience in currency 
matt&'s and the great importance of their banking and remittance 
business. To eliminate,Jb^ danger of pcditical pressure^ however, 
the charter of the bank should direct that no person shall be 
appointed President or Vice-President of a local Board, or shall be 
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nominated a member of the central board if he is a member of the 
Governor-Generars Council, the Council of State, the Legislative 
Assembly, or any of the Provincial Executive or Legislative 
Councils. 

Detailed rei'ommendations were made about the note-issue* com- 
Qpsition and location of reserv^es, etc., some of which, have already 
been mentioned.^ So far as the gold and gold security reserve 
against notes was concerned, the Commission rejected the model 
set up by the English Bfink O'harter Act of 1844 as too rigid for 
Indian conditions in view of the poor development of the cheque 
ciirrefic}. 1 'hey recommended the Proportional Reserve system, 
^lnder which th^ notes in active circulation are ^secured by a 
mininuim pen enta^^e of j^old or gold securities laid dowm by statute, 
W’hirh may be transgressed for a temporary p>eriod, on th^ payment 
of a tax on the deficiency, and with the consent of the Government. 
The prcjportional syst(‘m permits of a far wider expansion and 
rontraciion of the circulation than the fixed fiduciary reserve sy.steni. 
There is no greater scope for inflation under this system than 
under the English system. For under the latter system also, undue 
expansion of credit can take place through the inflation of the 
cheque currenev. Both system^s, in fact, require prudence in the 
management of currency and credit. • , 

^45. State bank vs. shareholders’ bank. — In January iq 2 7 * thig, 
Government introduced a BiU (the first Reserve Bank Bill) framed 
‘ on these lines proposing a shareholders’ bank with a. commercial 
directorate, and a new agreement with the Imperial Bank freeing 
if from ^some of its old n'strictions. The Bill was referred to a 
Select Gommittce in which a sha rp diJTcrence of opinion showed 
itself on the fundamental point as to whether the Reserve Bank 
should be a State bank or a shareholders* bank and as to the 
constitution of the central board. So far as it is a matter of 
principle, the widely accepted view is that a shareholders' bank is 
preferable, and that a central bank should be regarded more as a 
large public trust than a department of Slate.® It is true^that State 
control is nccessai^ to some extejnt because the State Jhas its _own 
interests to protect, arid? moreover, must be in a position to prevent 
the bank from degenerating into a purely dividend-hunting concern 
and ceasing to be a true national institutipii. How eve r, it is bette r 
i f possible to start by^ making. thieLbaak an i,iidepgDdenl,Qrga nizati on, 
keeping for the State such specific and limited powers as may be 
essential, rather than establish a State bank and then devise machi* 
ner^ to make the bank sufficiently inde^ndent of the GOvemmeivt. 


* Ante^ ch. viii, §§12-13. 


See Kisch and Elkin, op. cit., p« 17* 
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I he ve r y f ajgt of „Sla te ownership affords facile pretexts ^or 

undue interference on the part of the Government. With refcrciice 
t o the prop osal Tljat numbers of Uie Leifislaturc in India should select 
some members of the directorate of the Reserve Bank and should 
themselves be* elfg’iblc for becoming directors, it was objected that 
this would jraean the ontraduction of ‘ political pressiiie in its lea^ 
desirable form— in a part^ form as well as personal form. Kor 
the panel which is to be put forwaref by the A*>scmbly, . . . would 
naturally include men eWefly from the dominating partv ol the 
day * ; and * through personal and direct action of the party members 
thus sent*on to the Board of Directors, the eddies of political 
feeling and antagonism would act direc'tly on the policy of the 
bank \ Jhjch a system would also impose additional hcaA} work 
on the Legislature, which is already burdened with more work tlian 
it can cope withj .The fear of the predominance of large capitalists,^ 
especially foreign capitiUists, it was p<^inted out, could be 
met by^ the. allocatitin of the bank's shares by preference to 
srii^Ul subscribers and to persons of Indian domicile. Another 
obfection to a State bank is that it would tend to be an effete 
institution excessively dependent on •a lead from the Government 
in •everything'. 

The Majority of the Select Committee, however, objected to 
a shaitholders* bank on the following grounds: that a Reserve. 
Banlf in charge of currency and credit ought in the fitness of things 
to be made responsible to the Legislature; that only a Slate bJink< 
w^ould inspjre confidence among the people in India; that a Rjeserve 
Bgnk _^docs not require much capital and therefore there is no 
necessity of a. body of shareholders. The Select Committee attached 
much importance to the argument referred to above, namely that 
a shareholders’ bank is likely to involve domination of the bank 
by large capitalists in the big cities. 

Regarding the com posi tion of the directorate, the Majority 
proposed -t hat there should be a board consisting o f fifteen governors 
and one officer^ with a majority of Indian elected memberii including 
three merqber*^ el ected by the elected members m the-. Ceatral 
I^ g isl;^ fure,- and p other th ree,, .SUnLlarly _ cl^J^ed _to ^represent 
agriculture hy the Provirlbial Legislatures. The two dire ctors to 

a ppointed Jjy„ the GoveriTor-Ge neraLin-Council must be.Jodians 
as also the G nvernp r and the Deputv-Governor p f the bank. Two 
directors were to be elected bv the As sociated Chamhera- of 
SMXUnecce, a nd two b^ the F ederation of the India n .Chambers: 
3ne director was to be elected by the provincial co-operative 


^ See J* C. Coyajee, The Reserve Bank of India^ p. iS. 
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banks. The ^oflicer^of the Government was to be appomted_b> 
the Govcrnor-General-in-Council and was not to^ be entitted to 
vote. 

§46. Fate of the first and second Reserve Bank Bills^ — ^The 
Cill, as amended by the Select C'ommiUee, was 'taken up by the 
Assembly in the Simla session in Auj^ust 1927. The scheme of the 
■^tate bank w^as incoi pointed in the Bill^ but agreement could nert be 
^reached on the qifestion oJ th*e* directorate. The Government were 
IT defeated on their proposal to disqualify a ‘member of the Legislature 
' from being a director of the ban^ and tne House was strongly 
against the proposal of the Government to delete the recommenda- 
tion of the Select Committee that the Governor and the Deputy - 
''povernerr must be Indians. Sii Basil Blackett accepted in principle 
-the State bank scheme and the amendment of Mr *8. Iyengar that 
tlic six diiectors, instead of being elected by the Legislatures, should 
^ be elected b\ certain electoral colleges and that there should be an 
** Indian majoiity on the board.. Complete agreement not having been 
•reached, Sir Basil brought forward a fresh scheme which appeared 
to have a fair chance of passing in the Assembly. But the Finance 
^Member sprang a surprise on the Assembly by announcing in 
.September that the Government did not wish to proceed with ^he 
Bill during the session as there was no agreement on the question 
;of the directorate. This aroused considerable criticism and* it was 
alleged that the Government of India were acting under instructions 
from the Secretary of State, who apparently objected to the drastic 
changes in the original scheme. 

After conferring with the Secretary of State, the Government of 
India decided to drop the old Bill and published a new Bill (the 
^second Reserve Bank Bill) in January 1928, prior to its introduction 
tin the Assembly. The new’^ Bill abandoned the State bank idea 
^and reverted to the shareholders* bank. . It provided for a bro&d- 
•^ased distribution of the ^arc capital by the issue of shares, of 
/One hundred rupees each ; limitation of the amount to be subscribed ; 
allotment of specified shares to Bombay ; branches at Calcutta, 
-Madras, Rangoon and peJhi ; adoption of certain qualifications for 
shareholders so as to ensure a predominant share of the capital 
going to persons and companies domiciled in India or registered 
by Acts of Parliament; and scheduled banks which were to be 
^rJftfCftfed to maintain certain minimum reserves with the^ bank. 
Members of the Legislatures were to be prohibited from being 
directors. • , 

The new Bill was ill-fated, and spectacular developments fol- 
Jowed when in the Delhi session of the Assembly (1928), the Presi- 
dent refused to call upon the Finance Member to move his Bill 
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on the gtound that he could not do so under rules of parliamentary 
procedure until the old Bill was formally withdrawn or had lapsed. 
The Government thereupon decided to proceed with the old Bill, the 
consideration of which they had abruptly postponed in September 
1927. With ^this decision, all the old troubles revived and the 
opposition was too strong for the Government* to be able to pusTi 
through their proposals regarding the constitution of the board. 
'llie\’ therefore announced, 0^10 Februaf)^ they had no 

intention of proceeding w]th the Bill in view of the temper displayed 
by the Hoj^isc, which|||fseemed ,to preclude any sort of a woi^able 
compromise. • 

§47. Subsequent developments regarding Reserve Bank legis- 
lation. — IjL appeared at one time as if the project would be suffered 
to lapse ahogether. But it was preventc'd from meeting this fate, 
thanl^Jp the strong emphasis laid on the early establishment of 
a Reserve Banl^ by the Central Banking Enquiry Committee in 
its Report published in 1931, and to the new importance with 
whiclT^tJiis question came tc be inv(‘sled in consequence of the 
rgcommendation of the Fcdeial Structure Sub-committee of the First 
Round Table Conference to the effect that eaily effort should be 
njade to establish, on sure foundations and free from any political 
influence, a Reserve Bank with a view to ensuring confidence in 
the management of Indian credit and currency. The White Paper 
on the Indian Reforms, published early in 1933, made it a condition 
that a Reserve Bank, free from political influence, should be set up^ 
by Indian legislation before introducing responsibility at the Centre 
as regards finance. The proposal \Nas once again scrutinized by, 
the London Committee on Reserve Bank Legislation in July 1933. 
In the meantime, certain conditions (vi/. a stable budgetary position, 
reduction in the size of short-term debt in London and India, 
accumulation of adequate reserves and restoration of India’s normal 
export balance) laid down by the Financial Safeguards Committee 
of the Third -Round Table Conference, m its Report of December 
1932, came. to. be substantially fulfillejl, barring perhaps the last 
condition, which has so far been only partially fulfilled. The London 
Committee submitted -its Report in August 1933, and the Reserve 
Bank^f_ India B ill — t hq third of its kindj^—drdfted in accordance 
with itS- recompiendations, was iutroduced in the Assembly (by 
Sir George Schuster), and in the Council of State on 8 September 
^93^ The Bill, as amended by the Joint Select Committee of 
the two Houses, was presented to the Assembly on 15 November 
and was passed by it oil, aa Dec^ her^ - joa.^. The-CcLunoB 
of State algo blessed it in Febru ary 10^4 and the JilL,bfisang 
law on receiving the assfi Pt of the Governo r-Gfinfi ral pn March 6 , 
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thus successfully negotiating the many difficult hurdles in its 
way.^ 

§48. The Reserve Bank of India Act (1934). — It will be readily 
admitted that the Reserve Hank of India Act is the most com- 
prehensive and important piece of banking legislation^ so far placed 
upon the statute btiok in India. The pream ble to, the Act st ates 
that^it is expedient to stuii *i Rcsei\e Bank £01 India la. regulate 
Mhe issue ot bank ,iu)tjL*s «and keeping of reserves uith a view* 
to securing monetaiy stability m Brjtislj India and generally _to 
operj^te the ciinen(\ and ciedit system of the country to its 
advantage. \Vc shall now proceed to review the main 4)rovisions 
of the Reserve Bank of India Act relating to the constitution and 
functions of the Bank.‘ , 

Constitution of the Reserve Bank. — (i) The hank is a 
shat'choldcrs' hank. 'Fhe original c apit^gj is Rs. ^ i rores divic^d 
into shares of one hundred rupees each, fully paid up. Separate 
registers of shareholders are to be maintained at Bombay, Calcutta, 
Delhi, Madras and Rangoon.' The nominal ^alue of the shares 
originally assigned to the ^allous registers was Rs. 140 lakhs Jo 
Bombay, 145 lakhs to ('alcutta, 115 lakhs to Delhi, 70 lakhs to 
Madias and lakhs to Rangoon. .Owing to subsequent transfejrs 
t he distribution of the shares has appreciably altered, and^ there is 
a marked tendency towards concentration (especially in the cgse of 
the Bomba\ area^, as is shown by the fact that the total number of 
shareholders has declined from 92,047 on i April 1935 62,570 

on I December 1937. During the same period the average oumber 
of shares held by each shareholder has increased from 5 ’4 to 8*0. 
An amend ment of the Reserve Bank Act_jn order to li mit the 
number of shares that a holder may register in his nanac to a 
jnaximum of 200 shares is at present under consideration.’ 

A^sbarcholder uui^t be domiciled in India and either an" Indian 
sjobject of His Majci^ty or a subject of an Indian StatCy or a British 
sub jei^t ordinarily resident in Indiai or companies and co-operatite 
soi^tics registered in India, or scheduled bankj. Each shareholder 
has, one, vote Xqc .cve^y.. dve Subject to a maximum of 1 0 

votes.'* Shares of the value of Rs. 2,20,000 are to be hel 3 by the 


* For an interi sting account of the Reserve Bank legislation the reader 
is referred to an article in the Economic Journal (June 1934), by G. Findlay 
Shirras. 

* For a very interesting and instructive commentary on the various clauses 
of the Reserve Bank of India Act see A. Ramaiya, The Reserve Bank of India 
Act. 

* Annual Report of the Reserve Bank (1937), pp. 3-4. 

* The procedure adopted in allotting shares is explained in $61 below.' 
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Government for disposal at par to the Directors to obtain ^ the 
minimum share qualification. 

(ii) Offices, bra nches and agencies . — In pursuance of its obli- 
j^alions under the Act, the b ank has established offices in Bombay, 
Calcu tta, Dcjhijf Madr^is, and Ranj^oon and a branch in London. Jt 
m ay establish brancht^' or agencies in an} other place in India 
and,^\\ith tlic consent of the Gtn crnor-Gcneral-in-Councll^ elsew here. 

(iii) Management . — The generaf *»upcrmtcndehcc and direction of 
the bank is entrusted #lo a Central Board oi Directors which 
consists of 1 6 members as follows: {a) A Governor and two Deputy 
(xoyernpnfe to be appointed by the Ciovernor-Gcncrnl-in-Q)uncil after 
considering- the recommendations of the Central Boarxl ; (h) four 
Dircc tora to be nominated by the (»overnor-(ieneral-in-('ouncil ; (c) 
eight Dire('tors to be elected on behalf of the shareholders on the 
various registers, I wo each for Bombay, Calcutta, Delhi and one 
each for Madras and Rangoon ; (d) one Government official to be 
imminated by the Goveiaor-GeneraJ-in-Council. This official, as 
obo tliii Depatv Governoc, aie not entitled to vote. Tl^* purpose 
o| e mplo yiftfr the GoviTncir-GcneiaJUui-Council to nominate four 
r^rectOES-is to redress deficiencies, if anv, regarding the representa- 
tjpn of some important elements in the economic litQ of the country, 
such as agricultural interests^ A Local Board^for each of the five 
areas* c onsi sts of (a) five members elected by shareholders; (h) not 
more than 'three nominated by the Central Board with a view to 
se curin g the representation of U‘rritorial or economic interests not 
already* represented, particularly agricultural interests JJie elected 
members of the Local Board have to elect from among themselves 
one o r two persons, as Ih^'ase to b e p i rectors representing 
the shareholders offTfic register for the^'arBa ?or which the Board is 
constituted. The Ix)cal Board has to advise the Central Board on 
such matters as may be generally or specifically referred to it and 
has to perform such duties as the Central Board may by regulations 
delegate to it. The Local Boards are t hus mai nly advisory in their 
natur e. No Director and no member of a Local Board can also 
be a member of the Indian Legislature or of a local Legislature. 
It will be recalled that the first Reserve Bank BiH came to grief on 
this issue. No salaried •Government official nor an employee of 
any bank nor a director of any bank other than* a co-operative 
bank may be a Director or a member of a Local Board. 

Business which the hank may transact. — (i) The bank 
may accept deposits without interest, f rom the Government, local 

* There are branches of the Banking Department at Cawnpore, Karachi 
and Lahore. The Issue Department has branches at these three places and 
alsor at Bombay, Calcutta, Madras and Rangoon. 


authorities, banks and any other person. This provision is intended 
to prevent the Reserve Bank from competing' with other banks and 
in accordance with central banking practice elsewhere; (ii) ^e^ 
purchase, sale a nd rediscount of bills of exchange and promissQry 
fti)tes, arising out of bona fide commercial transactions, bearing two 
or more good signatures, one of \vhich must be that of a scheduled 
bank, and maturing within cp days from the date of such purchase 
or rediscount, extlusivc^ of 'days of grace. la the case j)f 
‘agricultural bills drawn or issued for financing seasonal agricultural 
operations or the marketing of ciops, the period allowed is nine 
months, and one of the tv\o signatures has to be that t)f a scheduled 
or a pioMHcial co-operative bank. Bills maturing within 90 days 
since date of purchase, bcaiing the signature of a scheduled bank, 
may also be purchased, sold or rediscounted if they are issued or 
drawn for holding or trading in Government securities; (iii) purchase 
fror id sale to scheduled banks of sterling in amounts of not 
less than the (‘quivnlent of oii,e lakh of rupees ; (iv) purchase, sale 
and rediscount of bills of exchange drawn in or on any place in the 
United Kingdom provided such business is transacted with scheduled 
banks. The bank may keep balances with banks in the United 
Kingdom; (v) it may make loans and advances to States in India, 
local authoiities, s('heduled banks, or provincial co-operative banks, 
repayable cither on demand or on the expiry of fixed periods not 
exceeding go day^^^i against trustee sccuritiesj gold or silver, eligible 
paper, promissory notes of scheduled or co-operative banks supported 
by documents of titles to goods ; (vi) the bank jnay mak6 w^s- 
«.nd-means advances to the Governor-General-in-Coun^^il or Local 
Governments repayable within go days; (vii) purchase and sale of 
securities of the Government of India and the United Kingdom 
subject to certain maxima; (viii) the bank may act as agent to the 
Secretary of State or the Governor-General-in-Council, or Local 
Governments, or local authorities in the matter of purchase and sale 
of gold or silver, management of public debt, etc. ; fix) it may also 
make an agency agreement with central banks in other countries; 
(x) the bank fs authorized to borrow money for a period not 
exceeding one month from scheduled banks or other central banks; 
fxi) the bank is authorized to is.sue bank ftotes subject to conditions 
mentioned latei*; fxii) it may generally transact all business incidental 
to or consequential upon the exercise of its powers and duties j (xiii) 
it should be noted that the bank is authorized to purchase, sell 
and rediscount bills of exchange drawn on and payable in India in 
order to enable the bank to di.scount rupee import bills in the event 
of such bills coming into existence in the future, as contemplated 
fay the Central Banking Enquiry Committee; (xiv) the bank is also 
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authorized to conduct what are known as open-market operations, 
which have ncjw become an integral part of central banking practice 
elsewhere. When, therefore, in the opinion of the Ontral Board 
it is necessary to regulate credit in the interests of Indian trade, 
commerce, kidUstry and agriculture, the bank^ may purchase, soil, 
or discount eligible paper (bills of exchange and promissory notes) 
directly in the open market (without the signature of a scheduled 
or a co-operative bank) or it m*aV make loans or advances, or 
purchase or sell sterling. The Committee of the Board or the 
Governor, to whom such authority may be delegated, can dkercise 
such authority only on special occasions (not necessarily amounting 
to an emergency) and subject to prior consultation with the Central 
Board except in cases of special urgency. In every case the Central 
Board must be informed about the action so taken. 

§51. Business which the bank may not transact. — The bank 
is prohibited from (i) engaging m trade or having a direct interest 
in any commercial or industrial ujudertaking (except by way of 
satisfaction of its claims) ; (li) from purchasing its own shares, or 
Ihe shares of any other bank, or any company, or from granting 
loans on’ such security ; (iii) from -advancing money on immovable 
p roper ty oi* from owning such property (except for its own business 
premises, etc.) ; (iv) from allowing interest on deposits, and (v) from 
drawing or acc^ting bills payable otherwise than on demand.^ 
These prohibitions follow central banking legislation elsewhere and 
are intended to ensure the highest degree of liquidity of the assets 
of the* Reserve Bank. 

§52. Central banking functions. — ^The third (hapter of the 
Reserve Bank Act deals with central banking functions. 

In the first place, the bank has the obligation to transact 
.^Government business, viz. to receive moneys and to make payments, 
to carry out their exchange, remittance and other banking operations', 
i nclu ding the managejnent of public debt. These services. aias not 
to be rendered freely, but on terms embodied in agreements. The 
bank Jias- the right to transact Government (Central and Provincial) 
business in India and is entitled to receive their cash balances for 
deposit free of interest (except where the bank has no branches 
or agencies). The bank must also be entrusted with the issue of 
new loans. 

S53. Issue of bank notes. — In the -second plac e, the bank has 
the sole right of issuing bank notes in British In dia (and, for a 
period, currency notes of the Governmiint of India supplied to it 
by the Governor-General-in-Council). The latter is not to issue any 
currency notes after this Chapter comes into force. The Issue 
Depart ment is separated fro m th e Banking Department on the model 
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UiiDk of Ejigland, although the Indian. _Act. prescribe tl^ 
proportional method of holding reserves and no^ the English 
method of a fixed amount of fiduciary issue. The asse ts an^ 
liabilities of the Issue Department arc to be kept distinct from those- 
ot the Ranking Department. This arrangement, while it has the 
merit of presenting the accounts in the simplest possible form and 
of inspiring greater confidence in the note issue, has the defect of 
not sh()winj» lh(‘ baitk*\s liafcilitieV ‘as one cermprehensive whole. The 
denominations of notes are to be 5, 10, ioo, 1,000 and 10,000 
rupee*/ unless otherwise directed by the (iovernor-Cieneral-in-Council 
cfn the rccommeixlations of the Central Board. (Thus hne-rupee 
notes may be issued later.) The bank notes arc legal tender 
-and aie j*uaranteed by the Governor-Ceneral-in-Council Mn order 
TO promote great(*r confidence in the note issue, as ^recommended 
by the Hilton-Young Commission. Reserve Bank of India notes 
w’ere first issued to the public in India in January 1938, when 
supplies of Rs. 5 notes became , available. Rs. to notes were issued 
in February and Rs. too and Rs. 1,000 poles in May 1938. The bank 
has also decided not to issue notes of the denomination of Rs. 50 anti 
Rs. 500 (appanMitly because their present circulation is negligible) 
though the (rovernnient of India notes of these denominations will 
continue to be legal tender. Although Burma has been separated 
from India with eflFect from i April 1937 the Reserve Bank cernttnues 
to be responsible for the management of currency in Burma. 
Currency notes of the Ciovernment of Burma are now legal tender 
in Burma only as are also distinctive notes of the Re.serve* Bank 
intended for circulation in Burma only. 

T/?je. assets of the hsjie Department shall consist of not less than 
two-fifths of gold. coiiTj gold bullion, or sterling securities, provided 
that the amount of gold shall not be less than Rs. 40 crores in vajue. 
Of the gold coin and gold bullion, not less than i7/2oths shall be held 
in British India. The remaining thtee-fifths may be held in rupee 
coin. Government of India rupee securities of any maturity, and such 
bills of exchange and promis.sory notes payable in British India as 
are eligible for 'purcliase by the bank, provided that the rupee 
securities shall not exceed one-fourth of the total amount of the 
assets or Rs. 50 crores, w^hichever amount'- is greater, or with the 
previous consent of the Governor-General-in-Council, such amount 
plus a sum of Rs. 10 crores. Gold is to be valued at its ^ par 
value, i.e. 8*47512 grains of fine gold per rupee, rupee coin at 
its face value, and securities at market rate. Sterling sprnrhleg 
are « defined as balances at the credit of the Issue Department of 
t he Bank of England^ hiHg nf i*vrhapgp drawn on and payable i n 
the United Kingdom within go days > and G overnment securities of 
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t he United Kingdom maturi ng with in five years (the period may 
be exceeded for two years after the Act comes Into force). It was 
also laid down, that on the date of the transfer of note issue to the 
bank by the (Government of India, and of the transfer of the Gold 
Standard and Paper Currency Reserves, the gold coin and bullion 
and sterling# seturities were not to be less than one-lialf of the 
whole amount transferred and the amount of the rupee coin was 
not to exceed Rs. 50 crores, any surplus over this amount being 
held by the Government in a separate account • Arrangements are 
niadc by which the bank and the Government can keep the rupee 
coin held in the assets at Rs. 50 crores or one-sixth of the* total 
assets, \v 4 iichever is greater. 

The total value of notes issued increased from Rs. 186,00 lakhs 
on i Api'il 1035 (when the bank was established) to Rs. 215,27 
lakhs on 2 September 193^.^ During the same period, the amount 
of gold coin and bullion held by the Issue Department of the bank 
remained practically unchanged at about Rs. 44,42 lakhs, the 
amount of sterling securities increased from Rs. 48,63 lakhs to 
Rs. 69,40 lakhs, the* amount iii rupee coin increased from Rs. 49,90 
l^hs to Rs. 68,90 lakhs, the amount of rupee securities decreased 
from Rs. 43,05 lakhs to Rs. 32,38 lakhs, and the percentage of gold 
aijd sterling.to total notes i.s.sued increased from 50 02 to 52'oi.® 

As in the case of the Federal Reserve and other central banks 
of the; world following the proportional reserve system, the bank 
is authorized, with the previous sanction of the (lov ernor-Gcneral-in- 
Council, for periods not exceeding thirty days in the first instance, 
which may, with like sanction, be extended from time to time by 
periods not exceeding 15 days, to hold .as .issets gold coin, gold 
bullion or sterling of less than t\^o-fifths of the total assets. The 
bank is required to pay a tax on the deficiency during the period 
of suspension of assets requirements, at bank rate with an addition 
of I per cent per annum when such holding exceeds 32^ per cent 
of the total assets, and of a further per cent in respect of every 
further decrease of 2J per cent or part of such decrease, provided 
that the tax shall not in any event be payable at a rate less than 
6 per cent per annum. The bank is placed undei* the obligation 
to supply different forms of currency. Thus it is required to issue 
rupee coin on demand ii» exchange for bank notes and currency 
lotes of the Government of India, and shall issue currency notes 
>r bank notes in exchange for coin which is legal tender. It must 

* We have already explained the causes of increase in the note circulation 

n chs. vii and viii. • 

* See Report on Currency and Finance for the years 1935-6 and 
katement xiv ; and monthly Statistical Summaries is.sued by the Reserve Bank. 
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convert notes of five rupees or upwards into notes of lower value 
or other coins which are leg^al tender in such quantities as may 
in the opinion of the bank be required for circulation. The 
Governor-Gcneral-in-Council shall supply such coins to the bank on 
demand. Thus in view of the special conditions in India, bank 
ni)tes have been allowed to retain the same unlimited •convertibility 
into silver rupees which is a privilege enjoyed b\ the existing* 
Government currency notes. 

§54. Exchange* obligations* *of the Reserve Bank, — The third 
central banking* function relates to the obl/g‘ation imposed upon.Jilg 
banlT^to sell sterling and buy sterling with a view to maintaining 
stability of the exchange _^alue of the rupee with 'sterKi^ (p*'0" 
visFonaliv at is. 6J., pending decision on the best suited monetary 
standard for India when the international situation has become 
stable enough to frame permanent measures). 'W’e have already 
dealt with the obligations imposed on the bank by these ‘ Ratio 
clauses \ (See ch. viii, <i3i.) The Reserve Bank Act thus aims 
at establishing the sterling exchange standard for the time being. 

§55. Scheduled banks. — In the fourth place, every bank 
carrying on the business of banking in British India included jin 
the second schedule' (i.e. haMng; a paid-up capital and reserves of not 
less than Rs. 5 lakhs) is required to maintain with ^the Reserye 
Bank a balaiK'c the amount of which shall not be less than 5 _per 
cent of its demand liabilities and 2 pei cent of its time liabilities 
m India at the close of business on any day. This provision 
follows in principle iiq of the Fedeial Reserve Act of the U.S.A. 
and is intended primarily to enable the Reserve Bank of India to 
centralize the banking reserves of the country^ so as to be able to 
regulate and contiol the credit position in the country by controlling 
the_ total \oluiiic of bank money created b) member hanks. It 
also serves incidentalK to make a partial provision for the liquidity 
and safety of the deposits of member banks who are also expected 
to keep in addition sufficient till money. ^ Each scheduled bank 
must also send a weekly return both to the Reserve Bank and the 
Governor-General-in-Council showing its demand and time liabilitieig. 
in India, the toJtal amount of Government of India and bank notes 
held in India, the amounts held in rupee coin and subsidiary 

^ There are $ 5 ^ such scheduled banks at prosent Their number increased 
from 50 to 54 during the vear 1937. This shows that the advantages of contact 
with the central bank of the country are being increasingly recognized joint- 
stock banks, and some of them increased their share capital, apparently with 
the primary object of being encluded in the list of scheduled banks. Annual 
Report of the Reserve Bank of India (1937), p. 14. 

” See Ramaiya, op. cit., pp. 119-21. 
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c oin, the amount of advances made and bills discounted in India, 
and the balances held at the Reserve Bank. The foliowing: Is a 
consolidated statement of the position of the sclicduled banks 
published by the Reserve Bank of India as at the dose of business 
on 22 April 1938. 


Scheduled Banks 


1. Demand Liabilitir*?— 

(а) In India ... ..? * ,*... •* ... 

(б) In Burma 

2. Time Liabilities — 

(a) In India 

f&) In' Burma ... ... ... «... 

3. Cash — 

(i) Currency Notes of the Govfrnmtnt of India and 
Bank Notes — 

(а) In India 

(б) In Burma 

(ii) Burma Notes — 

(а) In India 

(б) In Burni.v ... ... 

(iii) Rupee Coin — 

(a) In India ... ... . . 

(b) In Burma 

^Iv) Subsidiary Coin — 

(a) 'In India 

(b) In Butma 

4^ Balances with Reserve Bank ... 

5. Advances — 

(a) In India 

(b) In Burma 

6 . *Bills discounted — 

(a) In India 

(b) In Burma 


Rs. 

5.72.91.000 

104,94,80,000 

4.77.29.000 


5 . 45 . 95.000 

88,000 


29,000 

22,36,000 


69,66,000 

1,25,000 


30,51,000 

1,16,000 

14,15,80,000 

118,84,62,000 

5.34»74.ooo 


6,80,76,000 

30,21,000 


This pow er of„the bank to call for inforinatiou is intended to ^ive 
it efficient coatrol of the credit syst^. Such returns may_also 
b^ ca lle^L^ior from provincial co-operative banks which have 
transactions with the Reserve Bank, aldiou^h they nre not compelled 
to keep any portion of their cash with the Reserve Bank. The 
indigenous bankers, as previously pointed out, are not yet listed 
as scheduled bankers. The Reserve Bank Act, however, makes it 
obligatory for the bank to make a report, at the earliest possible 
date and in any case within three years, regarding the extension 
of the provisions relating to scheduled banks to persons and firms 
engaged in the business of banking. 

§56. The Reserve Bank and the Imperial Bank. — ^The Reserve 
Bank has to enter into an agreement ^ith the Imperial Bank of 
India, subject to the approval of the Governor-General-in-Council, 
for a period of fifteen years. It will remain in force thereafter 
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until terminated after five years’ notice on either side, provided 
the* Imperial Bank maintains a sound hnancial fX)sition. Under 
the agreement, the Imperial Bank is to be the sole ag-ent of the 
Reserve Bank at all places in British India where there is a branch 
of the Imperial Bank of India in existence at the time the Reserve 
B;mk Act comes into operation and where there i^* branch of 
the Banking’ Department of the Reserve Bank. 'I'he latter is ta 
pay the Imperial Bank for the first ten years a commissiojx on 
the tolal of receipts «and disburstments dealt with annually by the 
Imperial Bank on acccnint of the Ciovernment. Later, the scale of 
commission will be revised. In consideration of the Imperial Bank 
df India maintaining the existing number of its branches, the- 
Reser\c I^ank will pay to the former annually for the first fiste 
years Rs. q lakhs, for the next five years Rs. 6 lakhs, and for the 
next five years Rs. 4 lakhs, 'fhe Imperial Bank cannot open any 
branch in substitution for a branch existing at the time this agree- 
ment comes into force, without the approval of the Reserve 
Bank. 

i$57. The Reserve Fund. — A Reserve Fund is to be created by 
the transfer to the bank of rupee securities of the value of Rs. ^ 
crores by the Governor-Uenqral-in-Council. (This has already 
been done.) The maintenance of an adec(uate Reserve Fund is 
essential for covering depreciation in the value of assets of the 
Reserve Bank and promoting general confidence in the solidity 
of the banking system. After the payment out of the net annual 
profits (after allow'ing for bad and doubtful debts, depreciation in 
assets, etc.) of a cumulative dividend at such rate — not exceeding 
5 per cent^ per annum — on the share capital as the Governor-General- 
in-Council shall fix at the time of the issue of shares, a portion 
of the surplus shall be allocated to the payment of an additional 
dividend on the scale set forth in the fourth schedule subject to a 
maximum dividend of 6 per cent. The balance of the surplus 
profits shall be paid to the Governor-General-in-Council, provided 
that, if at any lime the Reserve Fund is less than the share capital, 
not less than Rs. 50 lakhs, or the whole of the surplus if less 
than that amourtt, shall be allocated to the Reserve Fund. This 
limitation of profits to shareholders is essential a$ the bank 
must not become a dividend-hunting concern. It is also fair that 
the surplus profits should go to the State since they represent 
largely the profit of the Paper Currency and the Gold Standard 
Reserves. 


* A cumulative dividend of 3^ per cent has been initially fixed, having 
regard to the prevailing low money rates. 
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§58. The bank rate, etc.— The Reserve Bank shall make public 
from time to time the standard,*^e at which IFTs "prepared" to 
buy or rechscount bills of exchange or o^er commercial paper 
e ligible fo r purchase under this Act* The bank has thus discretion 
to discount agricultural bills at concessional rates below the rate for 
discounting or rfediscounting commercial paper. . It should be noted 
that, unlike this provision of the Act, the practice of the Bank of 
England is to fix the minimum rate at which it will discount bills 
of exchange for others than its customers. It* is generally fixed 
above the open market i^te.* 

Auditors . — In addition to the appointment of not less than two 
auditors ^lecte*d by shareholders, the Governor-General-in-Council 
may at any time appoint the Auditor-General or such other auditors 
as he thinks fit, to examine and report on the accounts of the 
bank. 

§59. The weekly return. — ^Thc bank is required to make a weekly 
return to the Governor-Generai^DHCouncil, “of the account of the"" 
Iss’u'e and Banking Departmepts ir the prescribed form (Fifth 
Schedule). It is to be published in the Gazette of India. Similarly 
a •copy of the annual accounts is to be submitted to the same 
authority. It should be noted that* the weekly statement of the 
central bank ‘in each country is regarded as the key to the condition 
of the money market. We give below the statement of affairs of 
the I^ue and Banking Departments of the Reserve Bank for the 
week ended on 22 April 1938. 

Reserve Bank of India 
Banking Department 


Liabilities 


Capital paid up 
Reserve fund ... 

Deposits : — 

(a) Government* 

(h) Banks 
(c) Others 

Bills payable ... ... V 

Other liabilities 




Rs. 


Total 


5.00. 00.000 

5.00. 00.000 

* 

15.82.83.000 

14.44.62.000 
56,72,000 

9,93,000 
• 78,13,000 


41,72,23,000 


* See W. F. Spalding, The London Money MSrket, pp. 89-90. 

* Includes £16$,^ held in London on account of the High Commissioner 
iverted at is. 6d. to the rupee. 

32 
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c 

Assets 


Rs. 

Notes : — 

(a) tender in India 



(/)) Legal tender in Burma only ... 


11,000 . 

/lupee coin ... ^ ... 


' 6,04,000 

Sulxsidiary coin 

... 

3,78,000 

Bills discounted : — 

• 


(a) Internal ' • ••• ^ 


75,000 

(h) External ... » 


Nil 

(c) (loveinnnnt ot India Treasury Bills 


2,50,000 

Balances held aliioatP 


4,86,75,000 

Loans and adv.inces to the Go\ eminent 


2,00,000 

Other loans .ind advanci's 


* 1,00,000 

Inveslnifiits 


6,95,96.000 

Other ass( is 


59.31,000 


Total ... 

^ 41,72,23,000 


Issur Department 


Liabilities 1 

1 

Rs. 

Rs. 

Notes held in the banking department 

29,14,14,000 


Notes in circulation : — 

(a) Legal tender in India 

(h) Legal tender in Biiiina only ... 

Total notes issued 

*77.5^,76,000 

7,61,84,000 

*2*4,34.74.000 

Total liabilitie.s ... 


*2*4.34.74.000 


• ANsets 

Rs. 

Rs. 

A. Gold coin and bullion : — 



(a) Held in India 

4 ** 54 . 53.000 


(b) Held outside India ... 

2,86,98,000 


Sterling securities 

78,80,70,000 


Total of A. ... 


123,22,11,000 

B. Rupee coin • 


S«. 73 . 33 .«» 

(lovernment of India rupee securities ... ^ 


32,39,20,000 

Internal bills of exchange and other com- 



mercial paper 


Nil 

Total ... 


a» 4 . 34 .i‘ 4 .<»o 





Katio of total of A to liabUittea: 57 ffe7. 


. , I 


^ Includes cash and short-term securities. 
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§6o. A^riciiltural Credit Departmenti— — The bank was required 
to create a special* Agricultural Credit Department, the functions of 
which are (i) to maintain an expert staff to study all questions of 
agricultural credit and be available for consultation by the Governor- 
General-in-Council, Local Governments, provincial co-operative 
banks, and othpr banking organizations, and (ii) to co-ordinate the 
operations of the bank in connexion with agricultural credit and 
its relations uith provincial co-operative banks and an} other bank 
or organizations engaged in the business of ^/icultural credit. It 
is hardly possible to exaggerate the need for such an organization 
in an essentially agricultural country like India. This prpvision 
follows ip principle a similar provision in the Commonwealth Bank 
of Australia Act The main difference, however, is that the 
functions of the Agricultural Credit Department are of a purely 
advisory character as compared A\ith those of the Rural Credit 
Department of the Commonwealth Bank of Australia, which has 
separate funds of its OAvn, partly contributed by the Treasury and 
partly by the bank.^ 

At the earliest possible time and in any case within three years 
of its establishment the Reserve Bank was required to make a 
fi.eport to the Governoi-Gcneral-in-Council with proposals if it 
thought fit for legislation under clause 55 (i) {h) on the improvement 
of the machinery for dealing with agricultural finance, and for 
effeejing a closer connexion between agricultural enterprise and 
the operations of the bank. As we have alieadv seen (§§4, s)* 
under subclausc (i) («) of the same clause, the bank was required 
to make a report regarding the extension of credit facilities to 
indigenous bankers. 

Accordingly Mr M. L. Darling, C.I.E., I.C.S., was deputed to 
investigate into the working and present state of the co-operative 
banks and credit societies, and the part which indigenous bankers 
play in the rural economy of the country. His Report was completed 
in May 1935. The Report and the note containing proposals for 
the constitution of the Agricultural Credit Department were received 
by the Reserve Bank about the end of June 1935. The authorities 
of the bank, after examining and considering the proposals, 
decided to request the Local Governments through the Government 
of India to collect and ^rnish to the bank further particulars about 
co-operative banks, credit societies, and othe^; agencies — e.g. 
indigenous bankers and moneylenders— engaged in the business 
of Agricultural credit. Since a long time would be required to 
obtain detailed information as indicated above, the Bank submitted 

’ This question ha$ been more fully discussed in vol. 1 , cli. z. 
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to the Government of India in December 1936, a preliminary Report 
on cgricultural credit with a view to enabling the various parties 
concerned to proceed to a realistic examination of the question 
without further delay. This was followed by the Statutory Report 
by the end of 1937. This Report indicates the various directions 
in which improvements might be made to enable thf; existing credit 
agencies, more particularly the co-operative agency, to be of 
greater use to the agriculturist and the manner in which the 
Reserve Bank caq render asi^istance. ^ As pointed out by the 
Reserve Bank, it was not *to be expected^ that the bank would be 
able tp put forward a final scheme within the short initial period 
pf three years, and it is giving continuous attention « to these 
important problems.* 

§6t. Inauguration and working of the Reserve Bank of India. — 

After the passing of the Reserve Bank of India Act ,(1934), much 
spade-work had to be done before the Reserve Bank could be 
formally inaugurated. It was generally understood that the Bank 
would begin to function with effect from i April 1935. Later in the 
year 1934, the Governor-Genefal-in-Council appointed Sir Osborne 
A. Smith (then Governor of the Imperial Bank of India) as the 
first Governor of the Reserve Bank of India, and Mr (now Sir) 
J. B. Taylor, then Controller of Currency, and Sir Sikandar Hayat 
Khan, ex-Governor of the Punjab, as the Deputy Governors. A 
communiqud dated 13 December 1934, issued from Delhi, announced 
the appointments to the first Central Board of the Reserve Bank 
in accordance with Clause 15 (3) of the Reserve Bank of India Act. 
The Board issued a prospectus and placed the shares of tbe new 
bank on the market between 22 and 25 March 1935. The 
prescribed share capital of Rs. 5 crores (fully paid-up) was promptly 
over-subscribed. It is interesting to note that as many as i >34,558 
persons applied for Reserve Bank shares, the face value of the 
shares applied for being Rs. 9*05 crores as compared to Rs. 5 crores 
available for allotment between the five share-registers. As the 
number of applicants applying fur five or more shares exceeded the 
number required, the allotment was decided by casting lots. In no 
case were more ^han five shares allotted to any one applicant, and 
those who applied for less than five shares totally failed to get any 
allotment. • ^ 

The Reserve^ Bank of India was officially inaugurated on i April 


’ This question has been more fully discussed in vol. I, cb. x. 

* See Annual Report of the Reserve Bank (1937), also PrelittUnary and 
Statutory Reports issued by the Agricultural Credit Department of the Reserve 
Bank (1936 and 1937)* 
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1935 and opened its offices at Bombay, Calcutta, Delhi, Madras 
and Rangoon^ Later, arrangements were made for starting a 
London branch as provided for by the Act. The bank took over 
the control of the Issue Department from the Government and the 
management *iof *the Public Debt and Government accounts from tWfe 
Imperial Bank of India on i April. The assets of the Currency 
Department were transferred to the Rese/-ve Bank with effect from 
the same date. On 3 April, the bank •started on its career as a 
central bank by inviting Itenders for the purchase of sterling to be 
remitted to the Secretary of State for India. It commenced sales o( 
Treasury *Bills by tender on 16 April. It was not, however, till 
4 July that the bank assumed one of its most important functions 
as a cenflral bank by announcing the first official bank rate of the 
country (viz. 3J per cent, reduced to 3 per cent since 28 November 
*935)- step was to establish contact officially with the 

scheduled banks. This was accomplished on 5 July 1935, the 
date on which the scheduled banks k)dged their statutory deposits 
with the bank as required by the Reserve Bank of India Act. The 
elections for the purpose of constituting the Local Boards were held 
during November 1935. In December 1935, it fell to the lot of the 
elected members of the Local Board of the western (Bombay) area 
to elect two Directors to the Central Board to replace the two 
Direefors nominated by the Governor-General-in-Council to represent 
that area. The first Annual General Meeting of shareholders was 
held on 3 February 1936. We have already reviewed the arrange- 
ments made by the bank for the issue of its own notes in India 
and Burma early in 1938. 

The successful Inauguration of the Reserve Bank of India thus 
fulfils a long-cherished hope and aspiration. India has now come 
into line with the other civilized countries of the world, and the 
chain of Empire Banks (those of the Union of South Africa, 
Australia, New Zealand, India and Canada) is complete. The long 
and often provoking delays have been a blessing in disguise. In 
the first place, the frequent discussions that took place after 1925 
served to familiarize the people with the principles on which a 
modem central bank is founded. In the second , place, the Reserve 
Bank of India came into*existence under better auspices, when the 
embers of the old political controversy of 1927-8 hall died out and 
the reserve position strengthened. The External Reserve (i.e. gold 
and sterling securities) held in the Issue Department of the bank on 
Its constitution exceeded 50 per cent. • Since then, as already 
pointed out, the holding of sterling securities has considerably 
linhreased. But the amount of gold and gold bullion has remained 
unchanged. Although the got^ and sterling assets with the bank 
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today are probably adequate to maintain the existing sterling 
exchange standard, the bank would be well advised to add to its 
gold reserve, and thus pave the way for the establishment in India of 
a gold standard in the future, when the international monetary 
situation is clarified and becomes stable. 

The working of the Reserve Bank of India during the first three 
years of its existence Ifirgelpr^ justifies the claim that it has 
inaugurated a new era of* financial stability, banking reform and 
extension and re-orientation of the money' market. It has attained 
^ remarkable measure of success in the orderly flotation of loans 
for Central and 'Provincial Governments at very low rates, m the 
making of remittances to the Secretary of State, in the sale of 
Treasury Bills and in maintaining the stability of the fupee. It 
gave valuable advice regarding the incorporation of new provisions 
relating to banking companies in the Indian Companies Act. It 
has offered valuable and cheap inland remittance facilities and 
contributed its mite to the lovvering of money„ rates. It has also 
given an indirect stimulus to the extension of banking facilities in 
the country. But it has not so far fulfilled the principal anticipation), 
namely the development of a bill market in India, as shown by its 
paltry rediscounting of bills for scheduled and provincial do- 
operative banks. We have already referred to the difficulties of 
this problem and pointed out the efforts that arc being mdde by 
the Reserve Bank to overcome them. We must also point out 
here that the Reserve Bank has not, so far, succeeded in linking 
up the indigenous bankers with itself. It is clear that unless this 
is done, the Reserve Bank can neither effectively stimulate the 
progress of the bill market nor unify the two main parts of the 
Indian money market. 

Although the Reserve Bank, as it is constituted today, is not a 
perfect institution and leaves many things desired, it is capable of 
doing much good to the country. No good purpose is now served 
by raking up old controversies, and the best plan of action is 
to get the utn\ost ouj of the present bank and to strive steadily 
to improve it. There is not much exaggeration in the claim put 
forward by Sir George Schuster that India has been equipped with 
the mechanism for the control of currency and credit on the lines 
approved of by modern experience, and worthy of India’s place 
among the civilizations of the world. There is, however, . room 
for several improvements, which it may be hoped will be effected 
in the near future. In fKs age of planned economy a w^l-equipped, 
powerful and efficient central bank is a sine qua non for a 
well-ordered economic development of a country like Incfia which « 
h still comparatively in a backward economic ccnditim* It ^ 
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clear, however, that a g^rcat deal will depend upon the traditv>ns 
and conventions which the bank will set up and the manner in 
w^hich it will carry out its national trust. 

§62. Industrial finance.^ — .One of the great lacunae in the Indian 
economic structyre is the absence of a properly organized system 
of industrial finance. The banks in Germany play a very importatft 
role in satisfying the financial requirements of industries. They 
provide the greater part of the in^i^l capital Yqr industries, which 
is subsequently placed among the invc*sting public. In order to 
distribute the risk it is a very common plan for several baijks to 
join together ,in a Konsortium and pledge themselves to accept 
a certain portion of the issue. This investment of banks in shares 
of industrial companies is, however, not a long-term investment as 
in the case of industrial banks proper but is regarded as a safe 
investment of the bank’s resources in first-class securities, 
w’hich the banks expect to hold only for a short time. The banks 
themselves stand to benefit by these transactions since they are useful 
for acquiring business connexions dnd extending their influence. 
Industrial companies in Germany desirous of procuring new 
capital normally do so through banks with whom they are in 
permanent t)anking relations in th*e manner indicated above. It 
must, however, be remembered that the banks employ only a limited 
portion of their resources in industrial finance and that ordinary 
banking business constitutes their major activity. The Central 
Banking Enquiry Committee declare themselves in favour of an 
attempt to eliminate the Managing Agency system and to depend 
for future development more on the establishment of direct friendly 
relations between industrial companies and commercial banks. 
They commend the adoption of the German system with suitable 
modifications, and suggest that a beginning in this direction might 
well be made by the Imperial Bank (after the Reserve Bank 
came into being) and the other commercial banks of established 
reputation. Besides much e^i^pe/fence and wisdom, this class of 
business would require considerable capital and firm resistance 
against the temptation to speculate in the crealjon and’ sale of 
securities, and very few of the existing banks at present possess 
these qualifications.^ In spite of these limitations of the situation 
as it exists in India, considerable financial assistance is capable of 

^ Chis section is based on C.B.I?., 385-419 and should be read together 
with vol. I, ch. xiii, §I2. 

^ * Dr P. S. Lokanathap in rmntly (ij^js) published book. Industrial 

Orgatdeation in India (pp. 251-2), points out the difficulties in the way of the 
adaptation of Indian commerclai banking to the mixed banking of the Continental 
typa^ It would certainly be unwise jlaf ignore them. 
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bei 9 g’ rendered to industries if the leading banks were to take 
a genuine and sympathetic interest in industries. With a view to 
creating an atmosphere of mutual confidence, while at the same 
time preventing entanglements incompatible with sound backing, 
the German model should be copied by banks in India. A useful 
Ifaison between themselves and the industries receiving their 
assistance could be established by appointing Managing Directors 
or Managers of barfks Directors of industrial concerns. The 
banks should also establish* local Advisory Committees to help them 
in assessing the financial position of their clients and to carry an 
assurance to the latter of fair and sympathetic treatment. 

While valuable results may be expected from the co-operation 
of commtrcial banks as outlined above, the needs of industrial 
development arc not likely to be adequately met by this method 
alone. Under the new constitution the development* of industries 
within their respective territories is one of the functions which 
is vested in the Provincial Governments. For a satisfactory dis- 
charge of this function it mAy be useful to establish Provincial 
Industrial Corporations, with branches, if necessary, and working 
with capital initially or permanently supplied by the Provincial 
Government concerned. These corporations should aim particularly 
at assisting enterprises which are likely to be of benefit to th*e 
public, add to the productive power of the province and provide 
employment for its people. 

The Industrial Corporation should obtain its share capital as 
far as possible from the public, the Government taking such portion 
as cannot be raised by public subscription. The share capital 
of the Corporation should be supplemented by debenture capital 
not exceeding, at the outset, twice the amount of the share capital. 
The Government ipight purchase (if necessary) a portion of debenture 
issues until a regular market is created for them, and also offer 
a limited guarantee of interest on debentures. The Industrial 
Corporation should specialize in the provision of long-term capital 
to industries, which should continue to obtain their working capital 
from existing institutiqps. The Corporation may take long-term 
deposits for not less than two years, loans from these deposits 
being given for a similar period. The ^ Government should be 
entitled to be . represented on the Board of Directors of the 
Industrial Corporation during the continuance of Government interest 
and liability.* ‘ 

An All-India Industrial Corporation may also be established 
if desired by the Federal 'or Central Legislature. There are and 


* C.B.ff., 402^. 
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will be certain industries of a national character, or so impoitant 
that their development must be regarded as falling within the 
functions of tfie Federal or Central Government and not of the 
Provincial Governments. Further, the latter might themselves 
desire such an institution so as to establish direct connexion with 
the large spending departments of the Central 'Government as well 
as direct correlation for the industries as a whole with railway 
rates, customs, stores purchase and other policies of the Central 
Government. Pending t^ie formation of an All-India Industrial 
Corporation, the Provincial Corporations might, for matters of 
common interest, combine into a Central AssociaJ:ion. Legislation 
on the lines of the Madras State Aid to Industries Act should be 
enacted ip other provinces to provide credit facilities to new and 
nascent modern industries, or cottage industries. Any Government 
assistance in regard to provision of capital under such legislation 
should be given through the Provincial Industrial Corporation 
where one has been established. 

§63. New setfeme of industrial finance in the United 
Provinces. — As pointed out in Chapter I, the Government of the 
United Provinces received the approval of the Provincial Legislature 
irj June 193^ for their scheme for the flotation of a company as 
a state-aided private enterprise for industrial credit. The broad 
outlipp of the provisional scheme is as follows : The Credit Company 
may be caUed the Industrial Credit Company or Banking Corpora- 
tion. Its subscribed capital may be about Rs. 30 lakhs, and its 
paid-up capital about Rs. 15 lakhs. It may supplement its own 
capital by raising long-term deposits and loans. It will also have 
the power of issuing debentures. The Company may have a 
Directorate of six or seven members, some of whom may be 
nominated. The Government’s sanction may be necessary for the 
appointments of the manager and other superior staff. The 
Company may establish branches at important mofussil centres and 
may set up local committees at such centres. The Government’s 
assistance may be given in the following forms: (i) dividend on 
paid-up capital may be guaranteed at a specified i^te, (ii) interest 
on debentures issued with the Government’s consent may be 
guaranteed at a specific percentage, (iii) subsidy towards the 
expenses of management. The maximum rate of interest normally 
chargeable to industrialists will be prescribed. The maximum rates 
of dividend may also be limited. 

As previously pointed out, the scheme for the Marketing and 
Financing Company is linked to that of*the Credit Company, the 
flatter underwriting its capital of Rs. 5 lakhs. The Marketing 
Company will not only market the goods on a consignment basis 
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andP do general arathia (commission) work, but will also make 
small advances for raw materials or against finished goods left with 
the Company for sale. The Government’s assistance to the 
Company may take the form of an annual subsidy and contribution 
towards the cost of educative propaganda, publicity, advertisement, 
etc. 

The scheme outlined above is the first notable attempt in India 
to plaQe industrial, finance on. a sound footing with the help of 
the Stale and as such will be watched with great interest.^ 

The hoarding habit. — ^The habit of hoarding to which the 
Indian people are supposed to be addicted in an unusi^al degree 
has long been the subject of comment among European econo- 
mists. The description of India as a bottomless sink of precious 
metals is well known. With reference to the supposed insatiable 
hunger of India for gold and silver, it has been picturesquely 
observed that ‘ the precious metals are taken out of the earth by 
one coloured race and put back into it by another coloured race 
It is likewise said that gold once passed into general consumption 
in India is permanently lost to the rest of the world. Until 
recently, fCurope has contemplated the steady absorption of the 
precious metals by India with amused wonderment not unmixed 
with satisfaction. If India h.ad not swallowed up the gold and 
silver, the output of which had been enormously increased pwdng 
to the discoveries in rec'cnt times of new mines and improvements 
in the methods of extraction, a great derangement in the economic 
life of European countries would have been caused by a heavy 
rise in prices. But latterly Europe has been showing distinct 
signs of alarm and consternation at the prospect of the Indian 
* sink ’ continuing to perform its age-long function with habitual 
thoroughness. In 1024-5, when England and other countries 
of Europe were struggling to stabilize Ihcir currencies, India, 
entirely unmindful of the needs of Europe, added no less than 
millions worth of gold to her hoards, which was perfectly 
shocking.* 


* The Government of Bombay have recently (April 1938) appointed a 

committee to carry out an economic and induUrial survey of the Bombay 
Presidency and to report amon^ other matters on the measures which the 
Government can undertake to promote economic development within the 
presidency and to suggest methods for financing them. ^ 

* This contention has lost much of its force owing to the export from India 
of over Rs. 318 crores worth of gold between September 1931 (whtn the rupee 
was linked to sterling at is. 6 d.) and the end of July 1938. See ante, ch. vili, 
$29. On the other hand, considerable gold hoarding has been taking place in 
the U.S.A. and several European countries in recent years. 
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The Indian hoards have been variously estimated. Probably ^he 
earliest estimate was that of H. D. Macleod, who was the first 
economist to get the Indian hoards on his brain. He tormented 
himself with the belief that the Indian hoards must be no less 
than ^300 miMions. Lord Curzon estimated^ them at Rs. 825 
crores, while Arnold Wright, writing in the Fmancial Review of 
Reviews^ December 1916, put them at £700 millions, Mr E. L. 
Price is inclined to accept a recent •ostim^a'te of»the American* Trade 
Commissioner, namely •;^i,ooo millions. Mr Francis Skrine 
thinks that even this is very much of an underestimate.^ Sir James 
Grigg reden tl^ (September 1938) referred to a tentative estimate? 
given in the annual Report of the Bank for International Settlements 
for 1934-^, according to which the gold hoarded in India from 
1493 to 1930 amounted to at least Rs. 1,454 crores. So that, 
with every fresh calculator, the calculations have proceeded in a 
regular crescendo movement. 

In complaining of India’s consumption of gold and silver, 
European writers have often seemed to impute a double dose of 
original sin to the Indian people, and this apparent attempt ‘ to 
fasten on India an exceptional and, invidious responsibility for the 
consumption* of gold has provoked heated retorts. Some of these 
retorts are of the tu quoque variety. It is not India alone, it is 
pointed out, that is addicted to the consumption of gold. The 
United States absorbed nearly ^^500,000,000 worth of gold from 
1916-23’ and with two-thirds of the monetary gold supply 
concentrated in New York and Paris the passion for hoarding can 
scarcely be regarded as an Indian monopoly. A good -deal of the 
gold in these centres is no doubt concentrated in the central banking 
reserves, and if a similar use of it has not been possible in India, 
is it not the faulty currency system (the gold exchange^ standard) 
which was prevalent for a long time in India that is at least partly 
answerable for this? Those who bewail the hoards of India 
generally forget that part of the gold absorbed by India is used 
for industrial and domestic purposes, and, as Sir Stanlpy Reed 
remarks : * Every country in the world uses gold and silver for 
industrial and domestic purposes, and it induces a sense of angry 
injustice to find that tlfe Indian demand for ihe precious metals 
for precisely the same purposes is perverted into senseless hoarding.’ 
Congidering that India has a population amounting to about a fifth 
of the total population of the world, her annual (pre-War) 

* See Qabbey, cp. dt., pp. 93 and 38. 

* Memorandiftn of 9 lr t^anley Reed to the BabUicpon Smith Committ^* 

^ Wadia and Josh}, op. c1t.,4.pp. 388-9» 
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corTsumption of about 20 per cent of the world’s output of gold 
cannot be regarded as disproportionate or excessive.^ 

And when once it is granted that the Indian demand for gold 
and silver is not abnormal, all things considered, this acquits 

^dia of any particular responsibility for hinderihg the currency 
stabilization in other countries. If India’s legitimate demand for 
the precious metals is embarrassing to other countries, the latter 
must and will in* course of time devise currency systems less 

dependent on gold than they have been in the past. It is also 
possible that India may in course of time take her share in 
&ny general worid-w^ide movement for economizing' the" available 
supply of gold, but she resents the suggestion that she is 

in a spev'ial sense responsible for the scarcity felt by other 
countries.* 

All that has been said above aims at showing that the amount 
of hoards in India, properly so called, is generally grossly 

exaggerated. It would, however, be flying in the face of facts 
to deny the existence of hoards altogether. India has undoubtedly 
been a very large absorber of gold for non-currency uses, and her 
present stocks of the metal immobilized by being hoarded must be 
very considerable. 

It need scarcely be pointed out that this is by no means a 
sign of wealth and prosperity. The hoards are, for the most part, 
held in endless, scattered, individually insignificant amounts and, 
moreover, being turned away from productive uses, they are more 
properly regarded as a cause of poverty than as an index of 
prosperity. • 

It is a moot point whether it is permissible to regard gold and 
silver ornaments as constituting part of the hoards to the extent of 
their full .value, fhough it is usual to assume them as such. But 
there seems to be no reason why jewellery worn for purposes of 
I>ersonal adornment should be looked upon as hoarding any more 
than gold used, let us say, for stopping teeth. Both are forms of 

‘ It is sometimes urf^ed in explanation and justification of the large 
imports of gold into India that they are after all due to India’s favourable 
balance of trade, caused by the keen demand for tier goods on the part of her 
foreign customers. This contention, however, appears to us to be of little 
value. It must be remembered that India Is as anxious to sell, as foreign 
countries are anxious to buy, her goods, and if gold is sent to her in settle- 
ment of her trade balance it is because she prefers it to other commodities. 

* As suggested above, the outcry at the present moment isi^ principally 
against the United States and” France, and their policy of burying enormous 
quantities of the world’s annual supply of gold In the vaults of their central 
banking institutions, instead of using the gold for increasing the volume of 
currency and credit. 
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consumption of wealth rather than of saving. It is no doubt true 
that when people in India turn gold and silver into ornamehts, 
they generally do so with the double object of personal adornment 
and holding wealth in store against a rainy day.^ All the same 
it is necessary to distinguish between the two motives, and the 
precious metals £an be regarded as hoards only in so far as they 
are intended to fee stores of value. 

Whether the Indian people are not inordinately fond of 
ornaments and jewellery and whether* they, -do not invest a 
disproportionate amount pf their earnings in them is a question 
which falls into the same category as a similar doleful iifquiry 
which may b& made, for example, with reference to the English* 
workman asking whether he is not more fond of beer than is good 
for him ^nd whether he would not benefit more by spending his 
money in other w'ays. Both are questions relating to intelligent 
and well ordered consumption. The spread of the banking habit is 
no more a cure for misguided expenditure on ornaments than it is a 
cure for misguided expenditure on drink (though, of course, in so 
far as ornaments afe regarded as substitutes for banks, provision 
of banking facilities will tend to diminish the investment in 
ornaments). The Indian peasant indeed often spends money on 
ornaments fqr himself and for his wife, when perhaps he ought to 
spend the money on a mosquito net or on more and better food. The 
use o^ gold and silver is in some cases forced by custom and plays 
an important part in social ceremonies sanctioned by religion and 
tradition. These are regrettable facts, but to remedy them we must 
rely on •the development of a better sense of values as well as on 
the softening of the rigour of social and religious custom through 
education and the progress of general enlightenment. But it must 
be clearly understood that this aspect of the matter is concerned 
with better or worse modes of consumption and •expenditure and 
has nothing to do with hoarding proper, the underlying idea of 
which is saving. 

When all the allowances suggested by the considerations 
advanced above are made, there still remains a certain residuum 
for which the proper name, it must be admitted, is hoarding. 
Having granted that the evil does exist to some extent we must 
now proceed to analyse# its causes. We have* more than once 
referred to the faulty system of currency as a contributory cause. 

But the principal cause is found in the numerous invasions to 

• 

* The Bablngton Smith Committee also call attention to the practical 
consideration that a woman, whether Hindu or^ Moslem, who possesses gold 
and silver ornaments, or coins converted into ornaments, is entitled to hold 
^diem as her personal property. 
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which India was subjected in the past and the continued misrule 
anO insecurity of life and property from which she suffered. The 
habit that was contracted in times of insecurity has continued to 
survive in times of well established peace and security. The 
present obstacles in the path of reform are the illiteracy of the 
population and the absence of adequate banking* facilities. Recent 
reports of the Controller of Currency have been' commenting with 
satisfaction on the wTlcome decline in the import of gold in the 
last few’ years. During’ 1926-7 and 1927-8, the average net im- 
ports of gold were only Rs. 1,875 lal^hs as compared with ‘an 
nveroge of Rs. 2,815 lakhs for the five pre-War years. In 1928-9 
•the net import^ were Rs. 1,422 lakhs, which meant ,a drop of 
practicnllv one-third when compared wnth the previous year. Since 
1931 tJiere has acluallv been a large net export of gold ffom India. 
I'his, together with the great success of recent Government loans, 
indicates a certain welcome increase in the investment habit; but 
only the fringe of the problem has, as yet, been touched, and for its 
complete solution we must look to widespread education and a much 
greater extension of banking facilities. The 'question of tempting 
the hoards into productive employment has latterly assumed a 
new importance. For though it may be true that the absence of 
a sound currency has encouraged the habit of hoarding, it is also 
true, on the other hand, that unless the hoards come out, it would 
be difficult for any currency system, however well devised, to 
function satisfactorily. For example, if hoarding persists, the 
control of currency and credit in the best possible way by the 
currency authority w’ould present insuperable difficulties. The 
extension .of banking, w^hich is suggested as a cure for hoarding, 
is itself rendered difficult by hoarding. For how can banks carry 
on, if people will not put their money into them? But the other 
question is equally pertinent, namely, how can people put money 
into a bank, if there is no bank to put it into? It is thus a 
case of action and reaction, and the only remedy is to create as 
many credit institutions as possible and as great a variety of 
them as possible to suit the different needs and tastes of the 
people, leaving* education and continuous propaganda to do the rest. 

§65. Fighting the hoarding habit. — Various suggestions have 
been made for hnproving the present .banking organization and 
fighting the hoarding habit. Some of them taken individually may 
appear trifling, but the combined effect of all of them is bound 
to be very considerable. We shall mention some of*' tl^ese 
suggestions : 

(i) The Post Office is a ubiquitous agency and it should be 
utilized to its utmost capacity for promoting the investment habit. 
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The work it is already doing in this field has been noticed above 
and some improvements have been suggested. Other suggestions 
are that (a) the interest on Post Office five-years* cash certificates 
might be allowed to accrue after the first and each subsequent 
quarter instead of the fourth as at present; (h) the limit of the 
total amounts of^cash certificates in the case of, joint holders, banks 
and co-operative societies may be raised from Rs. 10,000 to 
Rs. 20,000; (c) the Savings Bank pass books should be bilinguali 
one of the languages being Engfi«?h, and tlit?* other the {Principal 
language of the part of* the province in which the head office of 
the issue is situated ; deposits by means of cheques shoflld be 
permitted as Veil as operating on the Savings Banks accounts by 
cheques; (J) increased facilities should be afforded by the Post 
Office to investors for the purchase and sale of Government 
securities and for their safe custody. 

(ii) According to the Hilton-Young Commission’s suggestion 
gold certificates should be introduced as soon as feasible. 

(iii) The Bihar^ and Orissa Bjyiking Committee recommend 
special Women’s Cash Certificates which would be called Stridhan 
€'ertificates, and which would be issued to women only at perhaps 
a rate slightly higher than the current rate of interest.^ 

• (iv) The* Government, as well as municipalities and local bodies, 
•should make and accept payment by cheque as far as possible. 

(f) National Savings Associations on the lines of those started 
in England should be formed for promoting thrift and for familiar- 
izing the small saver with safe and profitable modes of investment. 

§66. Extension of banking facilities. — Compared with other 
civilized countries, the number of banks in India' is wholly 
inadequate to the real needs of the country. On 31 December 
1935 there were only 285 head offices with 974® branches of banks, 
including agencies, throughout the whole of India. There were in 
1928 only 339 towns in the whole of India served by either a 
bank or branch or an agency of a bank. This number of 339 
against the total number of 2,300 towns strongly emphasizes the 
need for speeding up the expansion and progress of commercial 
banking in this country.® 

* Sir B. N. Mitra, sp^alcing before a gathering of students at Bangalore, 
exhorted them to make their sisters understand that ‘ ever^f ounce of precious 
metals they discarded would enable them to forge a link for the goldeit 
necklace of economic independence round the neck of their motherland 

‘ These branches .were distributed as follows: 8 offices and branches of the 
Aaaking Department of the Reserve Bank, ibj^branches of the Imperial Bank, 
‘95 of the Exchange Banks, and 708 of the Indian joint-stock banks. 

• , 569* • 
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The following table^ gives an interesting comparison of banking 
facilities in different countries, in the pre-depression period. 


Banking offices in India and in Foreigti Countries on ji 
December ig2^ 


Name of Country 

No. of Banking 
Offices 

No. of Banking 
Offices per 
Million of 

No. of Banking 
Offices per 

• ' # 


Population 

2,700 sq. miles 

Unit^ Kingdom 

11,976 


362 

United States 

30,000 

256 1 

20 

'Japan « 

7,465 

92 

* 80 

Canada 

4 i 8«3 

448 ! 

3 

India 

596 

^ 1 
1 

1 


Taking later figures we find the relative situation has remained 
much the same. For example, there were in the United States of 
America over 22,071 banking institutions in 1931 with capital and 
reserves amounting to Rs. 3,541 crores and deposits of Rs. 13,788 
crores. The corresponding figures for the United Kingdom in 193,2 
were 12,557 institutions, Rs.,316 crores capital and Rs. 3,226 
crores deposits. In India there were only 1,259 banking offices 
(including branches and agencies) in 1935. The total bank deposits 
in the same year were Rs. 2,45 crores, of which 76 crores. were 
deposits in exchange banks. As Sir M. Visvesvaraya points out, 
the average per capita banking deposits were in the United States 
Rs. 1,123; in Canada Rs. 804; in the United Kingdom Ris. 698; 
in Japan Rs. 215 and in India Rs. 6-4-0.* 

While it is clearly necessary to multiply banking institutions, 
it is also necessary to start diverse types of them. Joint-stock 
banking of the ordinary kind may not always be found to be 
suitable for Indian conditions. Other more suitable models which 
might be tried arc furnished by the popular co-operative banks in 
Germany and Italy. These popular banks keep the shares as low 
as possible in order to encourage the small investor. Also the 
dividend is limited sometimes by law and sometimes by custom. 
Special terms are offered to poor investors as an encouragement 
to saving, and loahs are advanced at low rates. Loans are also 
given on personal credit for objects approved of by the banks. 
Institutions of this kind are likely to flourish in India more than 


* Presidential Address of Principal M. L. Tannan, Indian Economic Con- 
ference, Calcutta, 1927. 

* Sir M. Visvesvaraya, Planned Economy for India (1934), p, 189. 
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the usual kind of joint-stock banks. ^ It is now for the Reserve 
Bank of India wisely to guide banking progress in this country. 

It is gratifying to learn from the last (1937) Annual Report 
of the Reserve Bank that branch banking is developing in India 
on an increasing scale. During 1937 the total number of branches, 
pay offices, ctc.,\of the scheduled banks increased from 828 U^ 
1,138, while in the previous year the total rose from 723 to 828. 
It is obvious that much further progress in this direction will be 
necessary before India can have d ’ncl>york of joint-stock 'banks 
adequately covering the country.* 

§67. Institute of Bankers for India. — As we have already feeen, 
one of the*reas6ns for the bank failures in 1913-14 was the generally* 
prevalent ignorance of modern banking in India. The Indian 
Institute of Bankers, which was registered at Bombay under the 
Indian Companies Act on 20 April 1928, is calculated to remedy 
this defect in some measure. The main objects of the Institute 
arc : (i) to support and protect the character, status and interests 
of persons engaged in or connected '\vith the business of banking 
generally and especially in India, and consider all questions 
affecting them ; (ii) to encourage the study of the theory of banking 
and for that purpose to institute a scheme of examinations and 
grant of certificates, scholarships and prizes ; (iii) to spread 
Ihformation on banking and kindred subjects by means of lectures, 
discussions, periodicals, books, correspondence with public bodies or 
individuals, 'Ctc. ; (iv) to collect and circulate statistics and other 
information relating to the subject of banking in India.’ 

The “examinations held by the Institute have already become 
established. The Institute also conducts a journal. The lectures 
delivered under its auspices in Bombay and Calcutta have attracted 
large and appreciative audiences. The facilities for the study of 
banking, such as they are, are at present confined tto the Presidency 
towns. As funds permit, the Institute should endeavour to extend 
them up-country by means of correspondence courses, branch 
libraries, local lectures and colleges. The Central Banking Enquiry 
Committee recommend that the Institute should make arrangements 
for University lectures and courses of instruction at different centres, 
in the subjects included in its curriculum. 

*■ See Gubbay, op. cit., pp, 29-32. 

‘ Annual Report of the Reserve Bank (1937), pp. 15-16. 

* Sle Memorandum and Articles cf Association of the Indian Institute of 
Bankers, 1928. 

* C,B.Ri., 761. 
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FINAN( K AND TAXATION 

§1. Introductory observations. — Indian finance has in recent 
years undergfonc remarkable — almost revolutionary— changes, most 
of which are directly or* indifcclly traceable to the War. Before 
the War there was only one budget for the whole of India, and 
the Provincial Governments had no independent powers of taxation. 
I'he Central Government was the only taxing authority (unless we 
also take into account the very limited powers of taxation enjoyed 
by local bodies). Since the War there has been a practically 
complete separation of Provincial from Central finance^ A consider- 
able change has also been going on for the last half a century or 
so in the relative position of the difTerent sources of revenue. 
In the course of this period the land revenue has lost its old 
over-shadowing importance and other sources of revenue have come 
into greater prominence.^ The financial system of India has bepn 
recently coming more and tP^re into line with other modern 
systems, as shown by the increasing variety of her taxes and tlic 
growing reliance on direct taxes like income-tax. Another great 
change has been Avith regard to the position of railways in 
Indian finance, and we have already noticed their evolution from 
bloodsucker to milch-coAv.^ Opium, which not long ago used to 
make a brave show' on the revenue side of the budget and was 
second in importance only to land revenue, has suffered almost a 
total eclipse as the result of India’s, great essay in philanthropic 
finance, and the small Budget revenue shown under this head since 


* * Tho land n\<*nur which was the mainstay of the Government 40 years 

ago (i 8^?3-4), contributing 5J-I5 per cent of the whole receipts, now (1923-4) 
contributjes only 2075 cent. On the other hand, customs has advanced 
from less than 3* cent to over 24 per cent, and the income-tax from 1-32 
per cent to 12*30 per cent. The share borne by excise (including salt duty) 
has fallen from 25*07, per cent to 21*67 per cent, partly owing to the reduction 
in the salt duty and partly no doubt to the drastic action taken in connexion 
with the intoxicants. The shares borne by stamp duties, including probate 
duties (about 10 per cent) and local taxation have been more consistent.’ 
— Report of the Indian Taxation Enquiry Committee^ par. 496. In calculating 
these percentages the Committee have not taken into account the total revenues 
of India, but only the total o receipts under the heads of taxation, including 
therein also local taxation. ^ 

* The milch-cow ran dry during the years of depression, see ch. v, §15. 
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193s is derived from excise on opium sold for consumption in 
IndisLy/^ 

'^'§2. Classiflcation of Indian revenues. — Indian revenues _ 
classified according- to the authorities charged with the power of 
levying the taxes from which they are derived, as_ Provincial, 
Central and XocaJ, (Revenues of Municipalities 'and Local Boards^. 
Another classification as good as any other is the following:^ 

(i) Land Revenue . — We have already dealt, with the question 
whether land revenue is a rent or a trfx, and seen that there are 
more reasons for calling it a tax than a rent.^ If this v^ew is 
accepted, land revenue would be a direct tax like income-tax. But 
since in this controversy absolute certitude is unattainable, it would 
perhaps be better to cut the Gordian knot by regarding land 
revenue as a class by itself, (ii) Taxation Revenue. — Under this 
head we have the usual sub-classes of direct taxes and indirect 
taxes. The income-tax and other assessed taxes and the land 
cesses included under provincial rates are instances of the former. 
The salt tax, excise, customs, stamps and registration are the 
principal indirect taxes in India, (iii) Piihlic monopolies . — This 
Ifead includes the revenue from forests and opium, (iv) Commercial 
services . — Railvays, irrigation, pubtic works, posts and telegraphs. 
(V) Miscellaneous receipts. — Payments from Indian States, depart- 
*mental receipts, etc. (vi) Interest on loans given to local bodies, 
Provfhcial Governments and Indian States. 

§3. * General statistics of revenue. — As a preliminary to the 
discussion of revenue we give below the principal heads of revenue. 
Central and Provincial, in the year 1936-7. 


^ See K. T. Shah, Sixty Years of Indian Finance (second edition), pp. 214-15. 
* See vol. I, ch. xii, §28. 
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General Statement of the Revenues of India (Central and 
Provincial) in 1936-7 ^ 

(In thousands of rupees) 


Heads of revenue 


Central Provincial 


Principal Heads ot revenue — 


Custojps 


S3.S7.S* I 

... 

Taxes on Income 


*5.33.5* , 

3.73 

•S.alt ... , ... 


8,81,36 j 

.. 2,00' 

Opium 


47,66 

... 

Land Rr\< nue . . 


*7*42 , 

3*.7*,i3 

Excise 


38*70 1 

*4,98,52 

Stamps 


39,00 j 

11,49,44 

Forests 


*4,8* ^ 

4,25,20 

Registration 


1,14 

*,*6,91 

P.ayments from Indian States 


73.92 1 

... 

Scheduled Taxes 


! 

53.84 


Total 

V * 

80,05,03 

64,20,77 


Railways (net receipts) 

Irrigation (net receipts) 

Posts and Telegraphs (net receipts) 

Interest (Debt Services) 

Civil Administration 
Currency and Mint 
Civil Works 
Miscellaneous 
Military Receipts 

Miscellaneous .adjustments between Central 
and Provincial Governments 


32,68,66 I 

-5.65 

03^36 

40, 2q 
1*03,36 
1,18,71 

31.38 

96*57 

5,22,26 , 


*♦42 

9.94*64 

*.65,52 

6,22,49 


2,33*75 

1,89,98 


4*90,75 


4.90,75 


Extraordinary Items — 

Extraordinary Receipts 

Transfers from Revenue Reserve Fund 


67 .*4.34 


Total 


07 , *.*4.34 


Total Revenue 


1,17.83.89 


92.33.77* 


' Finance and Revenue Accounts of the Government of India (1936-7), Tables 
5 and 8. ^ 

* Represents the Provincial Governments* share of additional import duty on, 
foreign salt. 

” Includes Rs. 10,992 revenue in England. 



Vinance and Tftokition 

§4. History ui the customs tariff. [A) — Pre-War Import 
Tariff . — Until recently (1924), the Indian tariff had been on a 
scrupulously conscientious free trade basis. This involved very 
moderate import duties. Before the Mutiny there was an import 
duty of 5 per cent on finished goods and <^ent on raw 

produce. Good^. imported in foreign ships had to pay double 
the ordinary scale of duties till 1848. After that date 
nationality of the shipping was ignored, though differential duties 
continued to be levied up to 1859 m* accprdancc 'with the nafionality 
of the goods, being double the ordinary rate on non-British goods. 
On account of the financial stringency which folio w^ed the Mutiny, 
this distmetion was abolished and the general rate w^as raised to 
10 per cent. It was reduced to 7J per cent in 1864 and 5 per 
cent in *1875. And eventually in 1882 all customs duties were 
abolished under pressure from the British Government inspired 
by the Manchester interest and in spite of the opposition of the 
then Viceroy, Lord Northbrook. 

Betw'een 1882 j^nd 1894 there w^re thus practically no import 
duties. But in 1894 owing to financial stringency caused by the 
billing rupee a 5 per cent ad valorem general import duty was 
imposed. Cotton yarn and piece-goods, and certain other goods, 
Hbwever, w^re excluded from the operation of the tariff. 

Between 1899 and 1904, certain countervailing duties were 
impofied on bounty-fed sugar coming from Germany, Austria^* 
Denmark and so forth. These were subsequently removed, the* 
last duty of the kind being cancelled in 1912. Their only effect wras 
to divert the import trade in sugar from Germany and Austria 
to other countries like Mauritius and Java where the system of 
bounties did not exist. 

The only other important changes in the pre-War period in the 
import tariff were effected in 1910-11, when, to compensate for the 
loss of the revenue from opium and to meet additional expenditure, 
higher import duties were levied on silver bullion or coin, and 
petroleum. 

At the end of 1894 it was decided to levy a 5 per cent import 
duty on cotton fabrics and yarn, but to propitiate Manchester, a 
duty of 5 per cent was levied on yarns of 20^ counts and above 
5 roduced in Indian mill?. This excise on yarn did not give full 
satisfaction to Lancashire, and therefore, in 1896, 1 ;he import duty 
3n Qptton piece-goods was lowered to per cent and an excise 
duty at the same rat6 was placed on all Indian mill-woven cloth; 
!Otton yarn, whether foreign or local, being altogether exempted 
rom any duty. 

This measure was bitterly resented in India. The excise duty 
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seemed to injure India without benefiting* Manchester. As was 
pointed out by Sir James Westland, 94 per cent of the cotton 
manufactures of India were outside the range of any competition 
with Manchester, being of coarser qualities (24s. and upder). 
Manchester had an absolute monopoly of the finer qualities of goods 
fnd the bulk of its, trade consisted of piece-goods "of counts about 
30 or somewhat finer, and India could only produce goods of counts 
26 or over in small quantities and under difficulties. Lastly, the 
reductibn of the import duty from 5 to 3^ per cent would benefit 
the richer consumers of foreign cloth, \Vhile the home excise of 
3^ pe^ cent would aflect the poor consumer adversely. The case 
against the excise duty appeared unanswerable. But,* as was wittily 
remaiked by an Indian member of the Imperial Legislative Council, 
so long as Lancashire sent sixty members to Westminster, the 
British fiovernment would always have sixty good reasons for 
maintaining the duty, and thus the duty remained, in spite of 
continued opposition on the part of the people, till it was finally 
abandoned in 1926. 

(B) Pre-War Export Tariff , — The history of the export tariff 
in the pre-War period can be more briefly disposed of. 

Until i8 60, export duties wiere an integral feature of the early 
tariff policy and were levied generally at the rate of 3 per cetit 
ad valorem on practically all exports. Though the dutie s were low 
and ^olely for revenue purposes, t he p rinciple of export duties was 
regarded as economically unsound and likely to do injury to Jhe 
export trade by encouraging foreign competition. Accordingly a 
consistent policy of abolition was pursued from i860 to ifeSo, so 
that at the latter dale only the export duty on rice was allowed 
to remain. In 1003, a trifling duty was levied at the request of 
the Indian tea industry on the export of tea.^ 

§5. War and post- War customs tariff. — Extensive changes in 
the customs tariff were introduced during the War and the 
post- War period which are briefly summarized below\ 

(A) Import Duties . — The general ad valorem duty was raised 
to 7i pKcr cent in 1916-17 (cotton piece-goods however, were not 
raised to 7^ per cent till 1917-18); to ii per cent in 1921-2 (including 
cotton piece-goods) ; and to 15 per cent in 1922-3 (cotton goods 
remaining at ii per cent). Railway materials were taxed at 2J per 
cent in 1916-17, and the tax was raised to 10 per cent in 1922-3. 
Iron and steel were raised from i per cent to 2J per cent in I9i;6-i7, 
and to 10 per cent in 1923-3. Sugar was increased from 5 to 10 
per cent in 1916-17, and from 15 per cent to 25 per cent in 1922-3. 


* See vol, I, ch. vi, §7, ii(ii). 
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Machinery and stores for cotton-spinning and weaving were talced 
at 2J per cent in 192 1-2, but exempted later on. A high specific 
duty on matchefe at 12 annas per gross boxes was imposed in 192 1-2 
instead of the 7J per cent ad valorem duty. This duty was doubled 
in 1922-3. Luxury goods like motor cars, cinema films, watches, 
silk piece-goods, •etc., were raised from 7^ per-cent to 20 per cent 
in 192 1-2 and 30 per cent in 1922-3. The duty on motor cars was 
reduced from 30 to 20 per cent an^ that gn tyres was reduced from 
30* to 15 per cent in 1927-8, in accordance with* the recommendation 
of the Taxation Enquiry Committee, which stressed the importance 
of encouraging motor transport in India. The reduction in the dut)r 
left a wider margin for Provincial taxation on* users of motor 
cars for the improvement and development of the Provincial systems 
of road communication. The tobacco duties were raised to 75 per 
cent ad valorem for cigars and cigarettes in 1922-3. In 1927-8 
the duty on unmanufactured tobacco was raised from Re. i to 
Re. 1-8 per lb. A 5 per cent duty was imposed on foreign cotton 
yarn \vhich had been free since 1893. have already noticed 

recent changes regarding foreign cotton yarn as also the raising of 
tfie revenue duty in 1930 on cotton piece-goods from ii per cent 
to 15 per cent ad valorem and the irtiposition of an additional 5 per 
cent protective duty for three years on non-British goods (British 
plain grey goods came under the category of goods required to pay a 
minimum duty of 3J as. per Ib.).^ A duty of one anna per gallon 
was put upon kerosene and petroleum, with a corresponding excise 
duly op the home products. The duty on imported liquors was 
increased in 192 1-2 and again in 1922-3. 

In 1930, the silver duty of 4 annas per oz. was re-imposed (it 
had been abolished in 1920). The Finance Act of 1930 introduced 
an all-round increase in the import duty on sugar. Those grades 
of sugar on which the duly was so much per cwt. had to pay 
Re. 1-8 more per cwt. ; where the duty was ad valorem y the total 
burden was a composite duty of 25 per cent ad valorem plus 
Re. 1-8 per cwt. 

The acute economic depression and heavy deficits^ in the- Central 
Budget in recent years led to further heavy and extensive 
increases in the import duties to provide additional financial 
resources. For example,* the Finance Act of 1931 (March) introduced 
the following changes which fall into two classes :*(i) increases in 
the substantive rates, and (ii) additional impositions of the nature 
of surcharges. Under the first category the following principal 
changes may be noticed : (a) The duti^ on ale, beer, cider and 

’ See antcy ch. if, §§10-13 for these and subsequent changes in the cotton 
textile duties. 
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other fermented liquors were increased by about 66 per cent above 
the old level; while those on wines and spirits (excepting denatured 
spirit) were raised by 30 to 40 per cent, (b) Duties on all grades 
of sugar and sugar candy were raised by Re. 1-4-0 per cwt., fring- 
ing the total import duty to Rs. 7-4-0 per cwt. , — a rate proposed 
by the Tariff Board. in order to give protection to the sUgar industry.^ 
This increase was a provisional measure for securing additional 
revenue pending the consideration of the Board’s recommendations. 
The Stigar Industry* Protection Act was passed in February 1932. 
(c) The duty on silver was raised from* 4 annas to 6 annas per 
ouncA (d) Spices and betel-nut and cinema films were transferred 
trom the general '15 per cent ad valorem rate of duty to the * luxury ’ 
rate at 30 per cent. In the second ciitegory, come the following 
main surcharges: (a) A surcharge of 2J per cent was imposed on 
articles bearing 10 per cent duty, (b) 5 per cent on articles bearing 
15 per cent or the general rate of duty, (c) 10 per cent on articles 
liable to 30 per cent or * luxury ’ duty, (d) other important surcharges 
were 15 per cent on cigars, ,Re. 1-8-0 per 1,090 on cigarettes, 12 
annas per lb. on unmanufactured tobacco, 9 pies per gallon on 
kerosene,® 2 annas per gallon on motor spirit, 10 per cent on motor 
cars and motor cycles, 2J per cent on artificial silk yarn and thread, 
7j per cent on silk mixtures, Rs. 2 per ton on imported cement. ‘A 
surcharge of 5 per cent was also levied on the basic duty of 15 
per cent on cotton piece-goods.® '* 

The Supplementary Finance Act of 1931 (November) effected 
further increases in the import duties as follows: (i) Import duty 
of 6 pies per lb. on raw cotton, (ii) of 10 per cent on machinery, 
(iii) 10 per cent on dyes, (iv) Rs. 7-4-0 on brown sugar, (v) 15 
per cent on artificial silk yarn, (vi) 40 per cent on artificial silk 
piece-goods and electric bulbs, and (vii) a surcharge of J of the 
existing i;atcs on* all customs imports including surcharges imposed 
by the preceding Finance Act and also new duties except those on 
raw cotton, machinery and dyes. The results of these heavy 
increases have not been altogether satisfactory and in certain cases 
a tendency to\vards diminishing returns is in evidence, i.e. a more 
than proportionate reduction in the volume of the import trade, 
though this is undoubtedly also due partly to the severe trade 
depression. 


* See vol. I, ch. vi, §7, i(vii). < 

’ The excise duties on kerosene and motor spirit were also raised corresponding 
to the increased import duties. 

* In addition to these changes certain protective duties were also imposed, 
for example, on imported salt, wheat, iron and steel and galvanized sheets, 
and gold and silver thread and wire. 
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The Indian Tariff (Ottawa Trade Agreement) Amendment^ Act 
of 1932 gave effect to the Ottawa Trade Agreement of July-August 
1932. On the* part of India this Agreement involved the grant to 
the United Kingdom of a 7^ per cent preference on certain classes 
of motor vehicles and a 10 per cent tariff preference on certain 
other classes'* of “goods, there being a special arrangement for ircfn 
and steel goods. The Tariff Amendment Act made necessary 
changes in Schedule II to the Indjan T;jriff Act, 1894, with effect 
from I January 1933. The articles sub;ect to the preferential rates 
of duty arc included in two new parts, VIII and IX, to Schedule II. 
Part VIII contains all the articles, formerly dutiable at the generi^l 
revenue duty of 25 per cent ad valorem^ but now liable to the 
standard rate of 30 per cent and the preferential rate of 20 per cent 
for British goods. Part IX contains all the articles on the prefer- 
ential list which were formerly dutiable at special rates. The necessary 
preference has been provided for either by raising the previous rate 
all round or partly by raising and partly by lowering it, the standard 
rate having in no case gone beyond 50 per cent ad valorem. 

The Indian Finance Act of 1934 changed the duty payable on 
cigarettes to 25 per cent ad valorem^ and in addition either Rs. 8-2 
per T,ooo cigarettes or Rs. 3-4 pPr lb. whichever is higher. It 
also increased the duty on unmanufactured tobacco to Rs. 3-4 per 
lb. (standard rate) and Rs. 2-12 per lb. (Colonial Preference rate). 
These changes were made necessary by the fact that under the old 
arrangements the duty on cigarettes was paid doubly as it were, 
the usual import duty on tobacco plus the surcharge on cigarettes, 
with the result that certain foreign tobacco-manufacturing interests 
set up factories in India to avoid paying the double duty. Such 
a development had not been expected and no claim to protection 
could be sustained in the circumstances. The same Finance Act 
also reduced the import duty on silver by 2J annas, i.o. to 5 as. 

The Finance Act of 1935 further reduced the duly on silver to 
2 as. per ounce to discourage smuggling and to remove a possible 
obstacle to the revival of trade in the white metal. At the same 
time the excise duty on silver was reduced to cprrcspond with 
the reduced import duty. But the Finance Act of 1937 increased as 
a revenue measure the import duty, and corre^ondingly also the 
excise duty on silver to J as. per ounce.' 

(B) Export Duties . — In 1916-17, two new export duties were 
levied on tea and jute. In the case of tea the export duty was fixed 
at Re. 1-8. This duty was abolished in 1927-8 but its abolition was 
accomplished by an increase in the income-tax assessment on the 

^ Changes in the protective duties on sugar are reviewed in vol. I, ch.* v*!. 
See also 87* 
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profits on the tea industry. In the case of jute, the export duty 
was fixed at Rs. 2-4 per bale of 400 lb., being approximately 
equivalent to an ad valorem duty of 5 per cent. Manufactured jute 
was charged at the rate of Rs. 10 per ton on sacking and Rs. 16 
per ton on hessians. In 1917-18, the export dulic.s on jutes were 
doubled. In October 1919, a 15 per cent ad valorem duty was levied 
on raw hides and skins as a measure of protection to the Indian 
tanningc industry. sabsequent history of the duty and its 

reduction to 5 per cent have already been noticed.^ The Finan^cc 
Act of 1930 reduced the export duty on rice by one quarter, that is, 
from 3 annas to, 2 annas 3 pies a maund, to meet .the >vorId fall 
in the pru'c of rice and to put Burma on an equality with Siam 
— Burma\ principal competitor in the trade — and as an act of justice 
and help to the Burmese cultivator. 

'Fhc Finance Act of 1934 abolished the export duty on raw 
hides since the export trade in hides, especially with Germany, 
had been dwindling. The removal of the duty was expected to 
arrest this tendency. The Fin’ance Act of the fcdlowing year (1935) 
abolished the export duty on raw skins in order to assist the 
general revival of the export trade. The arguments in favour of 
retaining these duties in the interest of the Indian tanning and 
leather industries have already been noticed.* 

The War and post-War years have thus witnessed the most 
striking changes in the customs tariff. The needs of War finance 
and the post-War financial deficits have called into existence a 
marked tendency of greater and greater reliance on customs, duties. 
The growth of revenue (Receipts less Refunds) from customs from 
1913-14 to 1937-8 is shown below. 


Growth of Customs Revenue 


Year 

Croies uf rupees 

Year 

Crores of rupees 

1013-14 

1113 

1929-30 

51*28 

1918-19 

i8-i« 

1 930- 1 

46*81 

1921-2 • 

. J4'4l 

1931-2 

46-44 

1922.3 


1032-3 

51-06 

1923-4 

39-70 

1033-4 

45-72 

1 924-5 

45-7S 

1034-5 

46-78 

1925-6 

47-7» 

i035-<> , 

46-73 

1926-7 

47-3* 


46*90 

1927-8 

' 48*21 

44-78 

1928-9 

49*28 

1037-8 Budget 

42-60’ 


* Ante^ ch. ii, §23. * ibid. 

• Exclusive of the Central » excise duties, which were estimated at Rs. 7-16 
crores. The estimate for customs also excludes Rs. 51 lakhs due to the transfer 
of an additional 12^ per cent jute export duty to the Provinces and Rs. 4,26 
lakhs due to the separation of Burma with effect from 1 April 1937. 
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All these changes effected under the stress of financial stringency 
have changed the nature of the customs duties and the position 
occupied by them in the Indian fiscal system. A high general 
duty, wide breaches in the principle of uniformity, a curtailed 
free list, special taxes on articles of luxury, and lastly, the 
imposition of new export duties, are among the more important 
features of the new tariff as contrasted with the pre-War 
tariff. 

. lill 1924 these changes in the tarHf (except as regards the 
export duty on raw hides and skins) were governed by r^enuc 
considerations only. Some of the duties were, however, so high 
as to produce a definitely protective effect. We have already noted 
how this strengthened the case for a properly thought out system 
of protection in place of the haphazard protection which had 
thus come to be introduced. Since the passing of the Steel 
Protection Act of 1924, several frankly protectionist duties have 
been imposed. As a result of the Ottawa Trade Agreement and 
the enactment of jhe Indian Tariff (Ottawa Trade Agreement) 
Amendment Act of 1932, the Indian Tariff has ceased to be a 
shigle-decker one and is during the currency of that Agreement 
characterized by tariff preferences * for certain classes of goods 
imported from the United Kingdom, the Crown Colonics and 
Protectorates, thus differentiating between imports from different 
countfies. 

As regards the incidence of the increased customs duties, the 
Taxatioji Enquiry Committee^ found that there was an increase of 
customs revenue from Rs. 430 lakhs in 1913-14 to Rs. 1,746 lakhs in 
^924"5» 307 per cent in the case of articles of direct consumption 

consumed by the population as a whole ; while in the case of 
articles mainly consumed by the richer classes the increase was 
from Rs. 400 lakhs to Rs. 1,416 lakhs, or by 254 per cent. The 
Committee observe that, so far as these figures go, they tend 
to indicate a certain amount of shifting of the burden from the 
richer classes to the general population. The 25 per cent duty on 
sugar seems to have been chiefly responsible for .tJiis, as" it had 
the effect of raising the price of country as 'well as imported 
sugar, and thus of increasing the burden of taxation on the poorest 
classes who are large consumers of both kinds. Such must also 
be the general effect of the increases of the duties on imports, not 
only pf sugar but also of cotton goods and silver (1930 and 1931) 
and the increased excise on kerosene introduced by the Finance 
Act of 1930. The additional import duties and surcharges imposed 


* See Report of the Taxation Enquiry Committee^ par. 145. 
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by^the Finance Acts of 1931 (March and November), as also the 
levy of excise duties on sugar and matches by the Finance Act of 
1934, Jiavc a similar tendency. The reduction in the import and 
excise duties cm silver in 1934 ^935 however, given Jimited 

relief to the consumer of silver in India. 

« ^6. Abolition of the cotton excise duty. — Throughout all the 

successive increases on imported cotton goods, the excise duty, as 
will have been noticed, remained at the same old level of 3^ per 
cent. This paved the war/ for a complete abolition of this hated 
impost. In March 1925 the Legislative Assembly passed a Resolu- 
tion m favour of the abolition of the duty and refused the grant for 
the excise staff.' The depressing situation of the fiombay cotton 
industry ^ed tor a decision on the part of the millowncrs to reduce 
the A\ages of the mill liands by about iij- per cent. A labour 
deputation waited on the Viceroy in August 1925^ and protested 
against the cut, asking at the same time for an abolition of 
the cotton excise. This was followed by a millovvners’ deputation 
which urj»ed the same measure. On 16 September 1925, Sir 
Purshotamdas Thakurdas* Resolution w’as passed in the Assembly, 
praying for the suspension of the duty. In November, the 
Government issued an ordinance suspending the duty, which was 
finally abolished on i April 1926. 

§7. New excise duties on sugar and matches.' — In the Budget 
Session of the Assembly (March 1934) two new excise duties were 
levied \vith effect from i April 1934. The Sugar (Excise Duty) 
Act, 1934, imposed on (i) khandsari sugar and (ii) all other sugar, 
except palmyra sugar produced in a factory in British India, an 
excise duty of (i) 10 as. per cwl. and (ii) Re. 1-5 per cwt. respec- 
tively.- This new excise duty was justified on the ground that it 
was needed to fill the gap in the revenue caused by the greatly 
reduced imports of sugar in consequence of the grant of protection 
supplemented by the surcharge imposed by the Supplementary 
Budget of 1931. The development of the sugar industry in recent 
years, it was argued, had been very rapid and there was a danger 
of ovciTproductipn owing to the unhealthy but uncertain stimulus 
given by the surcharges, which were in excess of the protection 
required by the home industry. The excise duty was intended to 
counterbalance the surcharge and to replace the loss of revenue. 

^ The excise duties on kerosene, motor spirit and silver have already been 
noticed. 

* The Provinces where white sugar is produced are to receive an amount 
equivalent to i anna per cwt. (jut of the proceeds of the sugar excise duty 
for assisting the co-operative societies among cane-growers so as to help them 
in securing fair prices. Si*o also vol. I, ch. vi, §7, i(vii). • 
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On the other hand, the new sugar excise duty was opposed 
by certain members of the Assembly on the ground that it was 
inconsistent with the Government’s policy of protecting the home 
industry and that its imposition within two years of the adoption 
of that policy would handicap the progress of the Indian industry. 
In order to meet the deficiency of customs revenue caused by & 
further drop in sugar imports and textiles, the Indian Finance 
Act, 1937, raised the excise duty pn fe Jsan sugar from ^10 as. 
per cwt. to Re, 1-5 per cwl. and on sugar other than khandsari 
or palmyra, from Re, 1-5 per cwt. to Rs. 2 per cwt. This cjiange 
involved a change in the import duty on sugar, which was fixed 
at the rate at which the excise was leviable on sugar other than 
khandsari or palmyra, phis Rs. 7-4 per cwt., the substantive 
protection to which the industry was entitled. The excise duty on 
khandsari sugar was reduced to Re. i per cwt. in pursuance of 
Clause 10 of the Sugar (Excise) Order, 1934. 

The Matches (Excise Duty) Act, 1934, imposed, on matches 
made in British India and s,oId in boxes or booklets containing 
on an average not more than eighty, an excise duty of (i) Re. i 
per gross of boxes or booklets if the average number is 40 or less, 
(ii) Re. 1-8 if the average number is* more than 40 but less than 60 
and (iii) Rs.*2 if the average number is more than 60. In exercise 
of the powers conferred by the Act the rate of excise duty on all 
other matches was fixed at 4 as. for every 1,440 matches or fraction 
thereof. The Act also revised the customs duties on imported 
matches in such a manner as to comprise rates which maintained 
the existing measure of protection to the Indian industry over and 
above the equivalent of the new excise duty. This was justified 
by Sir George Schuster on the ground that it was necessary to 
enable the Government of India to recoup their losses caused by 
granting a half share in the jute export duty to the jute-growing 
Provinces (Bengal, Assam and Bihar). It was maintained that 
Bengal, which had been suffering from successive budget deficits 
since 1930, badly needed help from the Central Government, and 
that this policy was also in accordance with the j’ecommendation 
of the White Paper on Indian Constitutional Reform (1933). The 
proceeds of the match excise, as also of a similar duty imposed by 
Indian States, were to be credited to a common fund, the Indian 
States being given a share in proportion to the consumption of 
matches in their territory on a population basis. Burma was to be 
given a refund of Rs. 18 lakhs since it had already imposed a match 
excise of its own. The purpose to wifich the duty was to be 
ultimately put, viz. to assist Bengal, evoked criticism from some 
Provinces that they were being penalized for having managed their 
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finances better than Bengal. The match excise duty ‘ has also 
created a precedent for refunds to Indian States of a tax levied by 
the Government of India on an article of universal consumption, 
which is bound to raise awkward issues in regard to the customs 
revenues 

§8. History of. income-tax. — Income-tax in India has a very 
long and chequered history. A general income- tax (from which 
agricultural incomes were not exempt) was first levied to, .meet the 
fina ncial burdens of ^ihe Mutiny,! for five years, at the end of whjeh 
i^ceased to operate in 1865. . 1867 arlothcr Act was passed im- 

posing a license-tax on professions and trades, excluding agriculture, 
which continued ‘to be levied till the end of 1872-3. I^o further 
taxation was imposed till 1877, when a license-tax was levied on 
traders and artisans to meet a portion of the Famine Insurance 
Grant, and Acts were passed in 1878 for this purpose tor the United 
Provinces, the Punjab, Madras, Bengal and Bombay. These Acts 
remained in force until 1886. The license-tax of 1878 was, however, 
converted into a general income-tax by the Income-tax Ac't of 1886 
applying to all India. Under this Act, all sources (Tf non-agricul- 
tural income were taxed and were divided for this purpose into 
four classes: (i) salaries and .pensions; (ii) profits of companies; 
(iii) interest on securities; and (iv) other semrees. Qn all annual 
incomes between Rs. 500 and Rs. 2,000 derived from salaries and 
interest on securities, a tax of 4 pies in the rupee was levied ;' while 
on incomes over Rs. 2,000 md on all profits of companies the tax 
was 5 pics, there being no further gradation of the tax. Similar 
incomes derived from other .sources were taxed at practically the 
same rates, charities and religious endowments being exempted. 
In 1903, the favourable condition of the finances permitted exemption 
from the tax of incomes between 500 and 1,000 rupees. 

The yield of ' the income-tax before the War was very small, 
being only about Rs. 3 crores. The richer classes escaped too 
lightly and did not bear their legitimate share of the burden of 
taxation. As a r>^sult of the increases ellected during and since the 
War (jice §9 Ijelow) the yield increased to over Rs. 22 crores 
in 192 1-2.. But* since the rates were further raised in 1922 the 
tount^ has passed througJi a serious and prolonged industrial 
dem^sion, and the yield of the tax dccreaiied from Rs. 18*49 crores 
in 1923-4 to Rs. 15*42 crores in 1927-8. Later it slightly improved 
as a result of the substantial increases in the rates of income- 
tax and super-tax. But as a result of economic depression, 
the improvement has fallen short of the estimates and has not 




^ See K. T. Shah, Review of Indian Finance (/9J7-54), p. 36. 
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been commensurate with the increases in the rates and the levy of 
surcharges. The yield of the income-tax exclusive of the small 
share given tq the Provinces was Rs. 17*13 crores in 1933-4, 17*54 
crores in 1934-5, 17 07 in 1935-6, 15*30 in 1936-7 (revised) and 
14*30 crores in 1937-8 (Budget). after allowing for a loss of Rs. 1*40 
crores due tgf the separation of Burma from i April 1937. ^ 

§9. Changes in income-tax during and since the War 
summarized : — 

1916. — Scale of progression inlfroduct^ in .the ordinary 4 n('ome- 

ta*x. , 

1917. — A super-tax in addition to the ordinary income-tax on a 

progressive scale was introduced. • • 

1918. — The machinery of in('ome-tax was amended and improved. 

1919. -r-(i) The free minimum income was raised from Rs. 1,000 
to Rs. 2,000 a year, (ii) Excess War-profitk-tax was levied for a 
year on incomes in excess of Rs. 30,000, agricultural incomes, in- 
comes of professional classes and public servants being exempted.^ 

1920# — Abolition of the Excess War-profits-tax. Amendment of 
the Super-Tax Act In regard to profits of companies and registered 
firms. 

1921. — The scale of progression both in the ordinary income-tax 
apd the super-lax revised and raised. 

• 1922, 1930, 1931 (March) and 1931 (November). — A further 

revisjpn of both the kinds of taxes in an upward direction, including 
the levy of surcharges and the low^ering of the tree minimum income 
to Rs. 1,000 (November 1931). 

1935, 1935 and 1936. — Reduction in the income-tax rates on 
smaller incomes and in the surcharges (1935-6) and the raising of 
the free minimum income to Rs. 2,000 (1936). 

Present rates of ordinary inconje-tax mider»ihe Indian 
Finance Act of iQjS (March) 

A. In the case of every individual, Hindu undivided family, 
unregistered firm and other associations of individuals not being a 
registered firm or a company — , • 

Rate per rupee 

(1) When the total income is less than Rs. 2,000 Nil 

(2) When the total income is ^s. 2,000 or upwards, 

but is less than Rs. 5,000 ... ... six pics 

* The Government proposed to take half of the excess profits, which were 
defined as the difference between the profits returned in 1918-19 and the average 
')f the profits returned in the two pre-War years and the first two years of the 
War. Incomes below Rs. 30,000 were exempted from the tax. 
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Rate per rupee 
nine pief 
Dnu anna 

one anna'i^nd four pies 
one anna and seven pies 
one anna and eleven pits 
two annas and one pie 

two annas and two pies 

■ 

B. In Ihe case of every company and reg'istered firm, whatever 
its total income ; two annas and two pics in the rupee. 

' The Supplementary Indian Finance Act passed in November 1931 
lowered the exemption limit by taxing* incomes between Rs. 1,000 
and Rs. 1,999 at 2 pics in the rupee in the financial year 1931^2 
and at 4 pies in the rupee in ^the following financial year 1932-3. 
The same Act imposed a surcharge of J of the existing rates of 
income-tax in the financial year 193 1-2 and | of the existing 
rates in the next financial year. The rate of income-tax on 
incomes between Rs. 1,000 and Rs. 1,499 was reduced, as desired 
by the Assembly, from 4 pies to 2 pies by the Indian Finance Act 
of 1933 (March). A further reduction was effected in March 1935, 
the rate on* incomes between Rs. 1,000 and Rs. 1,499 having been 
reduced to one and one-third pies and that on incomes between 
Rs. 1,500 and 1,999 to two and two-third pies. At the same time 
the surcharge w’as reduced by one-third. The surplus budget 
for 1936-7 made possible a further reduction by half of the 
surcharges on income-tax. At the same time (March, 1936) the 
exemption limit was once again raised to Rs. 2,000 to the 
great relief of a large number of small income-tax payers. 
It is to be ‘hoped that the remaining surcharges, which 
constitute a burden on trade and industry, will be taken off without 
further delay. 

These arc the rates of the ordinary income-tax. In 1916 the 
highest rate was 12 pies on Rs. 25,000 and above. In 1921, it 
was 16 pies on Rs. 40,000 and above. In 1922 the maximum rate 
was raised to 18 pies on Rs. 40,000 and above, and to ’*'19 pies in 
1930. If was raised to two annas and two pies on Rs. 1,00,000 
and above in 1931 (March). 


(3) When the total income is Rs. 5,000 or upwards, 

but is less than Ks. io,o(X) 

(4) When the total income is Ks. 10,000 or upwards, 

but is loss than Ks. 15,000 

(5) When the total income is Rs. 15,000 or upwards, 
' but is less than Rs. 20,000 

(f>) When the total incoiTu* is Rs. 20,000 or upwards, 
but is less than Ks. 30,000 

(7) When the total inco.iv' is Rfe. 30,000 or upwards, 

but is less than Rs. 40,000 ... .^. 

(8) Wl^n the total income is Rs. 40,000 or upwards, 
^ but is less than Rs. 1,00,000 

(9) When the t<»tat income is Rs. 1,00,000 or 

upwaids 
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The present rates of super-iax tinder the 
Finance Act of ig^S (March) 


In respect* of the excess over Rs. 30,000 of total income — 

(i) In the case of every company — , Rate per rupee 

(a) In respect .of the first Rs. 20,000 of such 

excess * ... . 

(b) For rv»‘ry rupfo of the reniaintler c»f such 

excess ... e anna 


In the case of every Hindu undivided 
family — • 

(i) In respect of the first Rs. 45,000 of such 
• excAs 

(ii) For every rupee of the next Rs. 25,000 
^ of such excess ... 

(b) In the case of every individual, unregistered 
firm and other association of individuals 
not being a registered firm or a 
company — 

(i) For every rupee of the first Rs. 20,000 

of such excess ... 

(ii) For every rupee of the next Rs. 50,000 

* of such excess ... 

(r) In tlie case of every individuaf, Hindu 

• uAdivided family, unregistered firm and 

• other association of individuals not 

• being a registered firm or company — 

(i) For every rupee of the next Rs. 50,000 

of such excess ... 

(ii) For the next Rs. 50,000 of such excess ... 

(iii) .. M »» ft ••• 

(iv) „ 

(v) „ 

(vi) ,, 

(vii) ,, 

(viii) ,, ,, ,, 

(ix) ,, 

(x) For every rupee of the remainder 


Nil* 

I anna and 3 pies 


() pies 

I anna and 3 pies 


1 anna and q pics 

2 annas and 3 pies 

2 annas and q pies 

3 annas and 3 pies 

3 annas and q pies 

4 annas and 3 pies 

4 aanas and q pies 

5 annas and 3 pies 
5 annas and o pies 
fi annas and 3 pies 


The Supplementary Finance Act of 1931 (November) .imposed 
surcharges on the existing rates of super-tax siniilar to those on 
the income-tax rates noticed above. These were reduced in 1935 
and 1936 to the same extent as in the case of the income-tax. 

Incomes of Rs. 6 lakhs and above now (1938) pay the ordinary 
income-tax at the highest rate of the ordinary income-tax at two 
annas and two pies in the rupee plus surcharge in the rupee 

and super-tax at six annas and three pies in the rupee plus a similar 
surcharge, so that they pay a total income-tax of just above 50 
per cent exclusive of the surcharges levied. 

34 
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The highest rate in 1917, whQo the super-tax was first intro- 
dudbd, was 3 annas in the rupee cm 'incomes of Rs. 2J lakhs and 
above. In 1921 it was 4 annas in the rupee on all incomes of 
Rs. 3^ lakhs and above. In 1922, it was raised to 6 annas in the 
rupee on incomes of Rs. 5^ lakhs apd over, to 6 annas and i pie in 
1930, and to 6 annas and 9 pies in 1931 (March). • 

Before the amending Act of 1920 the incomes of companies and 
registered firms paid the same super-tax rates on their undivided 
profits #Hs the other jncoines. But by that Act a new super-tax at 
the flat rate of one anna in the rupee , on the whole undividfed 
inconv* of the companies and firms in excess of Rs. 50,000 was 
fevied. This change was effected as the old system . gave an 
incentive to companies to distribute more in dividends than was 
\\'arrant(‘fi by their real financial position, and peiiali^ed those 
companies which endeavoured to‘ strengthen their, reserves. In 
the* year 1922, the flat rate was raised to ij annas in the rupee, 
w hatever the total income In excess of Rs. 50,000. The present 
rate is i anna in the rupee. 

§10. Reform of income-tax. — Sir Walter Layton, the Financial 
Assessor on the Simon Commission (1930), pointed out various 
defects in the present income-tax s}stcm in India and suggested 
certain reforms as follows: ^ ^ 

(i) The 1930-1 limits of exemption were too high, particularly 
for Indian conditions, both in the. case of income-tax and super- 
tax, and should be lowered. [This criticism was largely met by the 
low'ering of the exemption limits under financial pressure to Rs. 1,000 
and Rs. 30,000 respectively by the Supplementary Finance, Act of 
1931 (Nov.).]^ It has been suggested, however, that the limit for 
income-tax cannot well be placed below' Rs. 1,000, for otherw'ise 
it w'OLild be difficult to resist the demand that allow'ances should 
be given for w'iv,es and children. The objection to granting such 
allowance's is that they would apply to the vast majority of 
individual tax-payers in India, and w'^ould, therefore, be very costly. 
Again, in the absence of a highly developed system of registration 
of marriages and births, there would be much scope for fraud, 
any attempt to“ prevent' w'hich would lead to * inquisitorial investiga- 
tions’ into the domestic affairs of the assessees and cause much 
work and intense friction. A flat allowancg for a family irrespective 
of its size will^bc only a rough and ready method of getting over 
the difficulty. Although prima facie the exemption limit appears 
to be high in comparison with England owing to the system ‘there 

^ A9 pointed out above, the exemption ' limit was once again raised to 
Rs. 2,000 in the case of the income-tax with effect from 1 April 1936. 
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of allowances for wives and children, the exemption limit for a 
married man is higher in that country.^ Further, owing to the 
fact that Indistn income-tax differs from the English tax in that 
it does not distinguish between earned and unearned incomes, 
although the assessable limit in fhe case of a single person is higher 
in India, in the -case of earned incomes the percentage taken as 
tax. of the lower incomes is considerably higher here than in 
England. In fact, even in the case of unearned incomes, so far 
as. the lower incomes are concerned, say of Rs. 2,400, the comparison 
is to the disadvantage of the Indian assessee. 

(ii) The progression of the rate of income-tax for intermediate 
incomes between Rs. 5,000 and Rs. 1,00,000 should be steepened. 
The income-tax gradation before 193 1-2 stopped at Rs. 39,999. Sir 
Walter Layton proposed both to steepen the present gradation 
and also to carry it on up to a lakh. This suggestion was largely 
carried out by the changes effected during 193 1-2. 

(iii) The exemption of agricultural incomes from income-tax 
should be removed hy stages at specified dates. ^ The argument that 
land revenue is the counterpart of income-tax in other countries, 
atid that to impose income-tax as well wooild be a form of double 
taxation, is not convincing, because Ihnd revenue cannot be increased 
iif proportion to increased productivity even where there is temporary 
settlement, much less where there is permanent settlement. 
Freqifent and substantial adjustments of land revenue assessments 
present serious political difRculties besides hitting the small holding 
equally^ with the large. An income-tax on agricultural incomes is 
not open to these objections. The present elaborate machinery for 
the maintenance of land records and for the administration and 
collection of land revenue could be effectively utilized for estimating 
agricultural profits. One of the advantages of the tax would be 
that, as a result of taking into account income from all 'sources — 
agricultural as well as non-agricultural — the non-agricultural incomes 
of people owning land would be subjected to a higher rate of 
income-tax. Incidentally, the change would check the present 
tendency for savings accumulated in industry to be, invested in land 
in order to escape taxation. 

As the income from all sources w^ould have to be considered 
for determining the race of assessment, the machinery of collection 

^ See Government of Indians Despatch on the Simon Commission Report, 
Appendix II. 

* The Taxation Enquiry Committee point out that the inequality between 
the landholders of different classes is aggravated by the absence of an income-* 
tax on agricultural incomes or a death duty, which serves in the more advanced 
countries to introduce an element of progression in the land tax. 
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and administration would have to be Central and the rate 
would have to be fixed by the Central Government. But the yield 
could appropriately be assigned to the Province ‘ where it was 
collected. ^ ' 

Income from foreign investments is at present exempt from 
Taxation unless it ‘is brought back to India within* three years. 
This provision should be mended as it is not only detrimental to 
the revenue but is an inducern^nt to send Indian capital overseas 
and to hold the income abroad until it can be brought home free 
of ta^.* 

• The Government of India took steps in October 1935 to conduct 

a comprehensive review of the Indian income-tax system and 

administration by a committee consisting of two British experts 

and one of the senior Jneome-Tax Commissioners. A Bill to amend 

the Indian Income-Tax Act on the lines recommended (1936) by the 

committee has recently (April 1938) been referred to a Select 

Committee of the Central Assembly. It substitutes the ‘ slab ' 

* 

system under which progresfsive rates are applied to successive 
slices of income for the present * step ’ system under which the 
tax is charged at the same rate on the whole income. It prescribes 
compulsory returns of income and seeks to tax the aggregate 
Income of husband and wife. It aims at preventing tax evasion 
by people and firms who logically ought to be taxed, but under 
the law as it stands, can manoeuvre their incomes or parts of them 
outside the range of the tax collector’s rake. A number of provisions 
affect the joint-stock companies. Although the Bill has not met 
with the full approval of the business community, it constitutes 
an appreciable improvement over the existing position and should 
as such be welcomed. 

§11. Salt . — Jibe salt revenue was inherited by the British 
Government from its predecessors along with a large number of 
transit dues: these were abolished in 1843, and the salt duty was at 
the .same time consolidated and raised. Before 1882 the rate of the 
duty varied from province to province. In that year it was made 
uniform at Rs. <2 per maund, but was raised to Rs. 2-8 in 1888 in 


* In their Despatch on the .Simon Commission Report, the Government of 
India argue thaU in spite of the theoretical objections to the exemption of 
agricultural incomes, it has the sanction of long tradition and that dealings 
in land have always been conducted on the assumption that it would lijemain. 
They also point out that most of the local Governments are definitely opposed 
to the removal of the exemptiej^n and regard it as unlikely that this reform should 
be put inlo effect in the near future (see Despatch ^ par. 62). 

* The new Income-Tax Amendment Bill (1938) seeks to prevent tax-dodging 
of this type. 
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the period of falling exchange. It continued at that level down 
to 1903, when easier finances permitted its being lowered to Rs. 2-4. 
It was further* reduced to Re. 1-8 in 1905 and to Re. 1-0 in 1907, 
at which level it continued till 1916, when financial stringency led 
to an increase in the duty to Re. 1-4. In the budget of 1923, the 
Government’s proposal to raise the duty to Rs.«2-8 was rejected by 
the Assembly but was carried through by certification by the 
Governor-General. In 1924, however, the Assembly exercised the 
option given to it by the Government -in favour of reducing the 
salt tax to Re. 1-4 per maund as an alternative to reductions in the 
Provincial Contributions. The dutv w^as raised to Re. i-o witli effect 
from 30 September 1931 by the Supplementary Finance Act of 1931 
which imposed a surcharge of 25 per cent on the existing rale.' 
An unsuccessful attempt was made to redupe the basic' salt duty 
of Re. 1-4-0 to 12 annas (which would have meant a loss of Rs. 3f, 
cTores) by the Congress party in the Assembly in the Budget Session 

^935; same party sought without success the complete 

abolition of the salt. duty during the Budget Session of March 1936. 

AVe have already indicated the different sources of salt in India 
and their relative importance (see vol. T, ch. ii, 839). There are 
two principal methods of levying the duty on the salt produced in 
Jihe country! (i) The Government either manufacture the salt or 
obtain a monopoly of the supply, requiring private manufacturers 
to sefl it only to the Government. It is then sold by the Government 
on payment of the duty, (ii) Secondly, as in Madras, the Govern- 
ment l^vy an excise duly and allow the manufacturer to sell the salt 
to private traders or the consumers. Government factories are in 
some cases leased to private individuals who manufacture’ and dispose 
of salt under a license from the Government. The total amount 
of salt consumed in India has varied in recent years between 5,15 
and 5,37 lakhs of maunds. The yield from the salt tax was between 
Rs. 6 and 7 crores, which wwked out at about 3J annas per head 
per annum, before the imposition of a surcharge of 25 per cent 
on the customs and excise duties on salt under the Supplementary 
Finance Act of 1931. The revenue from salt, estimgited for 1937-8, 
was Rs. 8'25 crores. 

§12. Criticism of the salt tax. — ^The salt duty, although it is 
ancient, is one of the most unpopular taxes in India. It has been 
justified on the ground that it affords the only means in a country 
like •India of reaching the masses by direct taxation. It is an 
accepted maxim of statecraft that every citizen should contribute 
something, however little, to the expenditure of the State. This 


* See vol. I, ch. ii, §39, for the additional (Protective) Import Duty on salt. 
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will help him to develop a sense of responsibility and prevent him 
from supporting wholesale and costly changes in a reckless fashion. 
To this, however, a reply may be made that there is already a 
direct tax, namely land revenue, which is paid by the large majority 
in India. In the case of those wTio do not pay land revenue, it 
>s generally a safe inference that they are so indigent that the 
idea of taxing them should be given up in spite of any political 
principle to the contrary. The principal objection to the salt 
tax is* that it is a tax on a necessary of life, and a restriction 
in its consumption has an undesirable effect on the physique 
of the people. The fact that successive reductions in the salt 
tax from 1Q03 onward were followed by a considerable increase 
of consumption suggests that it had been kept at an unwisely 
high level before. It is a regressive tax since it^ presses more 
heavily on the poor than on the rich ; for a comparatively 
larger proportion of their income is spent by the poor on salt 
than by the rich, 'fhe salt tax is often defended on the ground that 
it is an old tax, and that an old tax is no tax in^ the sense that from 
sheer habit people cease to think of it as a hardship. Essentially, 
however, the tax is undesirable and, though for practical reasons 
it may be impossible to abolish it immediately, this should be 
definitely recognized as the goal of public policy, and steady 
approaches should be made towards it. So long as the tax cannot 
be dispensed A\ith, it should at least be maintained at as low a 
pitch as possible.^ The existing machinery for collection makes it 
possible to secure additional revenue from this source with 
comparative ease, but an increase should not be thought of except 
in case of grave emergency, and should last only during such 
emergency. 

§13. Opium.— As already hinted above, opium was until 
recently 9 very considerable source of revenue, and the occasional 
windfalls from this head were at one time notorious. With regard 
to the administrative aspect of opium revenue, the method of 
production and sale under Government monopoly was adopted in 
preference to b^vy export duties, as being more satisfactory from 
the revenue point of view and as obviating the possibility of 
smuggling. 

The revenue from opium until the end of 1935 was derived from 
three main sources: (i) the monopoly profits of the sale of opium 
manufactured in Government factories and intended for export to 
foreign countries; (ii) income from the export duty ley^ed on the 
purchase^ of opium sent put from the Indian States of Rajputana 

’ Dr R. P. Paranjpye suggested 8 annas per maund as the normal rate of 
the tax. See Taxation Enquiry Committee Report, par. 168. 
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and Central India; and (iii), profits of monopoly in the form of 
license fees or^ vendor's fees derived from the internal consumption 
of opium in British India. This revenue was credited to or shown 
under the revenue from excise, and that from the first two sources 
under opium^ proper. 

In 1Q07, under pressure ftom Whitehall, the Government of 
India entered into an agreement with China, and undertook to stop 
the export of Indian opium to China in ten y^ars by a proigressivc 
reduction every year. Cliina was to restrict her own production of 
opium and curtail her imports from elsewhere. The period />f ten 
years W’»s shortened by a further agreement in, 1911, and since 
1914 there have been no sales on Government account for export 
to Chinat The curtailment of exports to China was effected at the 
dictation of the Secretary of State, who in his turn was influenced 
by strong agitation in England in favour of the suppression of 
opium traffic ^^ith China. It was said that in this manner British 
righteousness was satisfied at the cost of Indian revenues. It was 
also complained that China Iidrself had failed to fulfil her part of 
the agreement and had been unable to decrease her own production 
of opium. All the same India perhaps ought to be satisfied that 
she has done her duty by China and should cease to regret the loss 
•of revenue. The loss from the curtailment of the export to China 
was tnot felt immediately on account of the rise in price of the 
opium sold. But at present (1938-9), the revenue from opium is 
very much lower than formeriy, being less than half a crore of 
rupees* as contrasted w^ith the annual average of about Rs. 8 crores 
during the three years preceding 1913. It was announced by Lord 
Reading in February 1926 that' the Government intended to abolish 
all exports of opium in future except for strictly medicinal purposes. 
With effect from April 1926, Opium came to he exported under 
the system of direct sales to foreign and colonial Governfnents, the 
old system of auction sales in Calcutta having been discontinued. 
An import certificate was required in each case from the Government 
of the country of import, as prescribed by the League of Nations, 
before exports were permitted. The Government* Of India agreed 
to stop all exports of opium before the end of 1935. Accordingly, 
as Sir James Grigg, Fipance Member, pointed out in his Budget 
speech (1936-7), the revenue from exports of provision opium has 
ceased since the end of the calendar year 1935. Now^ the receipts 
from opium are confined to opium sold for consumption in India; 
which is strictly regulated. Internal consumption is, however, still 
high according to the standard laid *down by the League of 
Nations. Altogether opium as a source of income has faded into 
insignificance. 
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Provincial Heads of Revenue 

§14. Land revenue. — We have already dealt with land revenue 
in chapter xii of vol. I. The total amount of land revenue 
collected in British India amounted to Rs. 31*89 crores in 1936-7, 

compared with Rs. 35 27 crores in 1927-8. Thc'drop was caused 
by the depression in the rural areas. 

§15.^ Excise. — ^Thc excise revenue in British India is derived 
from the manufacture and Sale of intoxicating^ liquors, hemp, drugs, 
opium^and so on. It is levied in the form of a duty on manufacture, 
^d fees for sale licenses. The major portion of tjie rf'venue is 
derived from country liquors. The system followed in regard to 
country liquor excise is that of granting by contract the right of 
wholesale supply for a district and selling by auctioQ the right of 
retail sale. Two large distilleries in Bombay have been recently 
placed enlireh under Government management, thus partly 
suppressing the contract distillery system. In 1861-2 thp excise 
revenue was Rs. 1,78,61,570 ‘ and expenditure* Rs. 13,53,470. In 
1929-30 the revenue reached the high figure of Rs. 20,41,23,285 
and the expenditure Rs. 2,19,18,391. Whether this astounding 
increase of net revenue is to be looked upon as an index of growing 
drunkenness is a matter of controversy. The Government explain, 
it as being mainly the result of higher rates of excise duties, and a 
stricter control, though it is also suggested that some of the increase 
is due to the expansion of population and the greater prosperity of 
certain classes. In recent years, the excise revenue has considerably 
fallen owning mainly to the economic depression. For example it 
yielded Rs. 15 ’37 crores in the year 1936-7. 

Public opinion in this country is, however, seriously alarmed 
at what it regards as an unmistakable sign of increase of 
drunkenness. Since the inauguration of the Reforms of 1921 the 
Legislatures in the various provinces have been bestirring themselves 
to grapple with the evil before it becomes even more serious than 
at present. The Bombay Council, for example, passed a Resolution 
in July ’1924 in. favour of total prohibition of liquor in twenty 
years. 

Although there . is a general agreemf nt that energetic and 
courageous action is necessary for suppressing the evil of drink, 
there is no such agreement as regards the means to be adopted 
for this purpose. Before the assumption of Provincial Governnfents 
by Congress Ministries the Government relied largely on the 
method of raising the pric^ of liquor as high as possible, but not 
so high as to stimulate illicit production. Other steps taken to 
reduce the consumption of country spirit were rationing* reduction 
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in the number of shops, lowering the limits of possession, reducing 
the strength of the drinks supplied, curtailing the hours of sale, 
etc. Non-official opinion is inclined towards the restriction of 
quantity and a strict regulation of the number of shops, together 
with the policy .of local option, and consultation of local opinion, 
in preference to high rates of excise duties. The Bombay 
(Government adapted the policy of issuing fixed quantities annually 
on a progressively diminishing scale, so* far country liquor is 
concerned. , 

The advent of the Congress Ministries pledged to a •policy 
of prohibition in July 1937 imparted a jiew urgency t6 

this problem. Most of them have now launched a programme of 
prohibitioii varying in intensity according to local conditions and 
the capacity of each to bear the financial and administrative strain. 

I he Madras Ministry has given a bold lead by applying prohibition 
throughout a whoh* district (Salem). Bihar has done likewise. 
Bombay Jias introduced prohibition in the town of Ahmedabad (July 
1938). Some provfnces haw chosen smaller areas, others are 
taking measures to restrict the sale of liquor by closure of 
shops, tightening up licensing control, and proclaiming ‘ dry ’ areas 
where there, is to be no manufacture or sale of liquor — which can, 
however, be brouj*ht in from outside and consumed. 

It. has to be borne in mind that any impatient and drastic 
measures w^ill be attended with the double difficulty of immediate 
and heavy loss of revenue and excessive expenditure for preventive 
establishment to put down smuggling and illicit distillation. These 
difficulties will clearly be most stupendous if complete , prohibition 
at one stroke \vere to be attempted. Another danger to be guarded 
against is that vice suppressed violently in one direction is apt to 
break out in another direction, and often in a very much worse 
form. Thus it is complained that attempts to reduce the consumption 
of country spirit have in some cases been attended with an increased 
consumption of foreign liquor, and that people have even taken to 
methylated spirit in place of country liquor. The suppression of the 
evil, in order to be completely successful, must com^ hs the result of 
a general realization on the part of the people that drunkenness is 
a crime, and this is *a matter of education. It should be 
remembered at the same time, however, that a .wisely directed 
excise policy, besides decreasing the opportunities for indulgence, 
will tilso exercise a definite educative influence. The argument 
that reform must come from within and not from without must 
not be pressed to the point of denying^ any utility to measures 
whose intention is to increase the difficulties of excessive indulgence 
in drink. Such measures are useful at least in the case of those 
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whb are not yet definitely addicted to the habit and who will be 
saved if they are kept out of temptation’s way. 

The practical statesman will bear in mind all these dangers and 
difficulties that arc likely to obstruct the path of reform, afhd his 
policy will aim at achieving a happy commingling of daring and 
circumspection. He must honestly endeavour to relegate purely 
revenue considerations to a subordinate position and, in so far as 
this iii done, wc must expect ‘a steady reduction in the revenue 
from excise hereafter. In recent years, the revenue has in fact 
been , stationary or actually diminishing in most of the provinces. 

• §i6. Other sources of revenue.— (i) Stamps . — Stamp revenue 

is derived from judicial and commercial stamps. The former 
represents fees on plaints and other documents in Civil and Criminal 
Courts. The latter tepresents duties on commercial transactions 
recorded in writing, such as conveyances as to the transfer of 
property, lands, bills of exchange and so forth. The revenue from 
judicial stamps is held by some to be not taxation proper^ being a 
payment for the services rendered by a costly department, namely 
the Judicial Department. The revenue from stamps in 1936-7 
amounted to Rs. 11 ‘88 crores in British India. 

{n) Forests . — The revenue under this head is derived mainly 
from the sale of limber and other produce, grazing fees and license 
fees for permission to cut wood and other produce. The revenue 
is variable according to market conditions. Its future prospects 
are bright if the forests are properly nursed and exploited. The 
gross revenue from forests (Central and Provincial) in* 1928-9 
w^as' Rs. 5 79 crores, and the charges Rs. 3 34 crores, of which 
the Provincial shares were Rs. 5*53 crores and Rs. 3’oi crores 
respectively. The revenue for 1932-3 declined to Rs. 377 crores 
and the charges to Rs. 2*91 crores, the Provincial shares being 
Rs. 3*58 ’crores and Rs. 2*68 crores respectively. Thus, owing to 
the worldwide trade depression, the net profit from forests fell as 
low' as Rs. 86 ‘i 4 lakhs in 1932-3 and was only Rs. 74*90 lakhs in 
1933-4. i934"5» however, the tide turned and the net profit 

rose to Rs. i’54 crores.^ The Provincial Governments, to whom 
forests have been assigned, were making a large net profit of 
about Rs. croros per year until recent years of trade depression. 
The net annual revenue was only about Rs. 14 lakhs between 1864 
and 1870. Large initial expenditure, however, is necessary for 
ensuring a still more substantial and steadily growing revenue* from 
forests. The gross revenue from forests dmounted to Rs. 4*40 
crore«% m 1936-7. 


India in 1934^, P- 
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(iii) Registration, etc, — The revenue from registration is akin 
to judicial stamps revenue and is mainly derived from registration 
fees according" to the value of the documents registered. Registra- 
tion is compulsory in the case of certain documents relating to gifts 
and transactions, in immovable property, and optional in the case of 
others. Registration fees may be looked upon as payments for 
service rendered, the advantage lying in the consistency of delibera- 
tion, the publicity enforced on the, parties and the provision of 
a -record by way of satisfactory proof 'which may either prevent 
litigation or simplify its disposal by courts. The total r-ivenue 
from this, soi^rce is small (only Rs. i*i8 crores for British India 
in 1936-7). 

(iv) The Scheduled Taxes, — These are taxes which the provinces 
have been empowered to impose at theii* discretion since the 
Reforms (1921). They have, ho\\ever, not been much utilized, either 
because they are not very profitable or for other reasons. Betting 
and amusement taxes have been imposed in four provinces, namely 
Bengal, Bombay, Madras and Burma.* Their yield is inconsiderable, 
being only Rs. 53*84 lakhs in 1936-7. It is naturally highest in 
tTie large capital cities. 

§17. Public expenditure in India. — The following classification 
^oiP public expenditure in India may be adopted.^ (i) National 
Defence : Expenditure on army, navy, air force, frontier or strategic 
railways, harbours and defence works; military operations such as 
frontier expeditions, etc. 

, (ii) Maintenance of internal peace and order, — (a) Expenditure 
on police, courts of justice, jails; (b) general administration; 
(c) expenses with regard to collection of revenue ; (d) political 
charges including the expensjss of the legislative machinery ; 
foreign representation by consuls, ambassadors, e.tc. ; (e) pensions, 
furlough allowances, etc. 

(iii) National Development, — Expenditure for (a) moral and 
(b) for material development. Under the former may be included 
expenditure on education, including scientific and miscellaneous 
departments, medical and sanitation charges; under' the latter may 
be included expenses on railways, irrigation and public works, 
agriculture and famine charges, posts and telegraphs, interest on 
public debt. [The interest On unproductive or djead weight debt 
should strictly be included under (i) or (ii).] 

§v8. Statistics of public expenditure.-^As an introduction to 
the discussion of public expenditure in India we give below some 
general statistics of expenditure, Central*and Provincial. 


» Shah, op. cit., pp. 44-6. 
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finable I below gives the principal heads of expenditure, Central 
and Provincial, charged against revenue in India and England in 
1936-7. 

TABLE I 


Expenditure (Central and Provincial) charged against 
Revenue in India and England in 1936-7 

In thousands of rupees 


Heads of Expenditure 


Provincial 


Diiect demands on levenue ... ... • 

Foicst and other capital outlay cliarj^ed t(j | 
Revenue ... ... ... j 

Railway Revenue Account — I 

(Interest on debt, subsidies, R(*serve, etc.) | 

It ligation, etc. — 

Revenue Account 

Capital Account charged to Rf\enue 

Piists and Telegraphs — , 

Revenue Account ... ... . ' 

Capital Account charged to Reccaiue ... 1 




7,oH,7o 

i, 7 «. 


Debt Serv ices — 

Interest on Ordinary Debt 
Deduct — Amount charjifeahle to Railways 

Jrriffation 

{ Posts and 
Te}et*raphs ... 

,, ,, Forests 

( provincial 

** ” \ Loans Fund... 

{ Provincial 
(invernments. 

( Salt Depart- 

»* ’* t 

f Hvdro-Klec- 

” »» ( trie Schemes . 

- , Other 

' Government 

** ’* Commercial 

g Undertakings 

Road Development Account ... ... j 


JQ, 61,83 

7/V 


K,o7,66 

so 


Remainder chargeable to Ordinary Debt 
Interest on other obligations 
Reduction or Avoidance of Debt ... 


-2,87,04 

12,42,02 

•3,00,00 


Total Debt Services ... 


12,55,88 


2,08,44 
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Heads of Expenditure 

Central 

Provincial 

Civil Administmtion — 



General Administration 

1 ,So,4C) 

10,77,21 

Audit 

1 ,09, 1 4 


Administratioi? of .Justice ... • 

S,oo 

5.22,2 j 

Jails, etc. 

2l>,88 

2,25,03 

Police 


12,18,01 

Ports and Pilotage, etc. 

J 0 ,()I 

7,12 

Lighthouses and Lightships ... • •• • 



Ecclesiastical 



Political ... ... «... 

1 ,78,90 

... 

Frontier WatcH and Ward 

2.10,4.? 

'¥ 

Scientific Departm<*nts 


3.92 

Educatiorf ... * 


12,18,86 

Medical 

2r).3i 

3 » 7^»77 

Public Health 

21,04 

1,49,89 

Agriculture 

•lS />7 

2 ..‘i 7,23 

Industries ... 

K,i 7 

89,56 

Aviation 

2 I. 7 « 

4 

Miscellaneous Departments . . 

24,17 

1,02,03 

Indian .Stores Department 

22,25 1 

•• 

Total 

.15,28 1 

52.41,92 

Civil Administration — j 



•Capital outlay on Industrial Development ' 



tharged to Revenue ... 

... 1 

I 

1 

Currency and • Mint — 



• Currency 

18,62 

... 

Mint 

• 

19,09 ' 

... 

Total ... 

37.71 1 

... 

Civil Works — 

- 


Civil Works 

2,61,55 1 

8,27,64 

Bomb;^' Development Scheme 

1 

.3,68 

Interest on capital on Hydro-Electric .schemes. 


.S 9 , 4.3 

Total ... 

2,61,55 

8,00,75 

Capital outlay on civil works charged to 

1 


Revenue ... 

• 1 

7,93 


Miscellaneou.s — 

Famine Relief 

Transfers to Famine Relief Fund 
Pensions, etc. 

Miscellaneous 


1 ... 1 

2.82,71 

L.ii,oO 

• • 

18 , «7 
5,08,41 
<,42,99 


Total ... 


7.85.62 

Commuted pensions ... • 

Military Services 

Extraordinary 

... 

1 5*.07 

50.67.25 . 

> 9 . 2 j 

• 

10,02 

Z.50 

Grand 

totaP ... 

1,19,62,61 

9 «. 55 .o 7 ’ 


* Finance and Revenue Accounts of the GovSnment of India (i93§-7), Tables 
Nos. 6 and 9. 

^ Includes Rs. 3,26,79,000 expenditure in England. 
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Table 11 shows the growth of public expenditure during the 
years 1858-9 to 1936-7. 


TABLE in 

Growth of Public Expenditure in India (Central and 
Provincial) 


In crores of rupees 


f 

Year 

Anidunt 

' 

Year 

, AmounC 

1858-9 


... 1 50- 19 

1923-4 


*06-48 

1870-1 


49-39 

1924-5 


210*25 

iKSo-i 


, 52 (.4 

1925-0 


2 IS- 7 S 

i8c)o-i 


5i-()8 

1926-7 


221*82 

1898-9 


58-29 

1927-8 


218-73 

189(^-1900 


8807 

1928-9 


■» ... 222*21 

1902-.J 


7«‘34 

1929-30 


226*81 

1910-1 1 


11512 

1930-1 


230*42 

1913-14 


124-34 

1931-2 


220*09 

1916-17 


14707 

1932-3 


209*55 

1918-19 


i<)0*6i 

1933-4 


... ' 205-27 

1920-1 


21867 

1935-h 


... 209*76 

1921-2 


... 222-02 

1936-7 


211*18 


§ 19. Criticism of public expenditure in India. — The figures 
given in 7 'able II above show a striking growth in publiq 
expenditure in India since the beginning of the present century, 
and more especially since 1013-14 until the recent years of economic 
depression, which have made a reduction of expenditure to some 
extent inevitable. As the late Mr Gokhale pointed out long ago, 
an increase in public expenditure need not necessarily be a matter 
for regret and alarm. ‘ Everything depends in this matter on the 
nature of the purposes for which the increase has been incurred 
and the results produced by such outlay of public money. In the 
United Kingdom, in France, in Italy — in fact almost everywhere 
in Europe — there have been large increases in national expenditure 
. . . but the increase in Indian expenditure . . . differs from the 
increase elsewhere in a most fundamental respect. While increased 
expenditure in other countries, under popular control . . . has helped 
to bring increased strength and security to the nations, and 
increased enlightenment and prosperity to the people, our continually 
increasing expenditure has, under autocratic management, defective 
constitutional control and inherent defects of alien domination, only 
helped to bring about constantly increasing exploitation of our 

* See K. T. Shah, Sixty Years of Indian Finance (second edition), p. 46 ; 
Simon Commission Report, vol. II, par. 254 ; Statistical Abstract for British 
India (1935-6), Table No. 108 ; and Finance and Revenue Accounts of the 
Government of India (1936-7). 
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resources, has retarded our national prog^ress, weakened our natural 
defences and burdened us with undefined and indefinite finant:ial 
liabilities. Compelled to meet the demands of a forward imperial 
frontier policy and the exigencies of conquest, imperial defence and 
constant borrowing for commercial enterprises, often undertaken 
in consequenqe of the pressure of English commercial classes, our 
Indian Government has little money to spare, with all its increase 
of taxation, for purposes of national education. . . .** Mr (iokhale 
attributed a large part of the increase in ’public ^expenditure* to the 
di^rust and suspicion crea.tcd by the Mutiny, which led to the wider 
employment of costly British services both in the civil and military 
branches. * The most serious growth in public AJxpenditure w'a^ 
caused during the War and post-War period. Our expenditure on 
military services was already high enough, namely Rs. 29*84 crores 
in 1913-14, but it rose bv leaps and bounds 'to Rs. 43*56 crores in 
1917-18, Rs. 66*72 crores in 1918-19, and Rs. 67*38 crores in 1920-1. 
Since then it has been reduced and stood at Rs. 54*92 crores in 
1927-8. .The military budget was stabilized in 1928-9 for four years 
at Rs. 55*1 crores (net).- The Inch^'ape Committee (1922-3) had 
recommended an immediate reduction of jnilitary expenditure from 
Rs. 67*38 to Rs. 57*75 crores, and urged that the Government of 
India should^ not remain satisfied with this but should keep a close 
^atch on the details of military expenditure so as to bring it dowm 
after ^a few years to a sum not exceeding Rs. 50 crores if prices 
fell. The Simon Commission estimated that the army vote might 
drop to Rs. 52 crores w hen the present programme of army 
mechanization w^as ended and thereafter would fall still further so 
as to conform to the lower level of prices, provided there was no 
change in policy. Large reductions in Defence expenditure have 
been made in recent years'* (though to some extent by emergency 


‘ Written evidence of the late Mr (r. K. Gokliale before the W( Iby Com- 
mission, 1897. 

“ The onset of the economic depression and financial '^tringcncy made it 
necessary to reduce the contract grant and to postpone the re-equipment 
programme. • * 

* This substantial reduction in the military expenditure in rectmt years 
has been due to the fall in prices, revision of the pay to the British soldiers, 
contribution of Rs. 2 crores h}^ the British Government towards Indian military 
expenditure in accordance with the findings of the Capitati(m Tribunal, post- 
ponement of equipment programme, retrenchment and army pay cut (Finance 
Menibir’s Budget speech, 1934-5). Recently (193S) the British Government 
has agreed to contribute Tls. 80 lakhs towards the capital cost of mechanizing 
British cavalry and infantry units stationed in I»dia. The British CJpvernment 
has also agreed to forgo the annual contribution of ;^ioo,ooo made by India 
towards her naval defence provided she undertakes to maintain a sea-going 
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measures of a temporary character), the revised estimate for 1936-7 
beinj>- Rs. 45*45 crores after allowinjj for military receipts. The 
military budget for 1937-8 was Rs. 44*62 crores after allowing for 
military receipts which were estimated at Rs. 5*22 crores.^ The 
revised estimates showed an increase of Rs. 2*60 crores owing 
plainly to the cost of the military operations in Wa.^iristan. The 
total net provision for defence services for 1938-9 is Rs. 45*18 
crores which represents an increase of Rs. 56 lakhs over the previous 
year’s ♦budget eslinnte. 'The rrtet hods of economy that have been 
suggested from time to time are reduction of the size of the army to 
the minimum required for strictly Indian purposes, and continuous 
and progressive .Indianization so as to avoid expensive recruitment 
in Englrcid through the British War Office and heavy non-effective 
c'hargc^. Tlie introduction of a short military service under 
the voluntarx system has also been suggested instead of main- 
taining the army during *imes of peace practically on a war 
establishment. 

Putting together Provincial and Central expenditure, the army 
accounted for 24 01 per cent of the total expenditure in 1936-7 (the 
percentage w^ould be much higher if the Ontral expenditure oply 
were to be taken into account). The argument from percentages 
is not in itself conclusive as regards the question whether military 
expenditure is heavier than It ought to be. Safety being a matter 
of paramount concern from the economic and every other point of 
view, almost every sacrifice must be undergone in order to secure 
it. 'Fhe amount which a country must spend on defence will depend 
upon the character and intentions of possible enemies, the extent 
of vulnerability of the country’s natural frontiers, etc. To show 
therefore that the burden is crushing or that it is comparatively 
higher than what some other countries have to bear, is not 
necessarily to cendemn the actual scale of expenditure. While all 
this is perfectly true, we must beware of making a fetish even of 
military efficiency. We must also remember that a very poor 
country like India must, within certain limits, be prepared to take 
risks for the sufficient reason that she cannot afford to aim at an 
absolutely perfect stale of readiness to meet all conceivable 
contingencies. Complete national safety may be secured on these 
lines, but the burden on the people will be intolerable. 


fleet of not less than six modern escort vessels to be free to co-operate with 
the Royal Navy for the defence of India, and 'in addition, to fulfil her 
responsibility for local defeive of Indian ports. — (Finance Member’s Budget 
Speech, 1038.) This arrangement is to be welcomed as it will assist the 
development of the Royal Indian Navy. 
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Popular Indian opinion holds that all practicable economies, e\«n 
thoiig^h fully compatible with safety, have not been carried out 
consistently and* that military expenditure has been allowed to swell 
to unreasonable limits with the consequence that nation-building 
activities have been starved. In spite of the Government's protest- 
ations to the contrary, the belief is widely held* that there is still* 
considerable room for 'economy in military expenditure. It is 
remembered that the Government iiave always protested that 'the 
utmost economy is being practised. And ycft the inchcape Committee, 
in .spite of the - fact that ifs terms of reference did not allow it to 
consider certain fundamental aspects of army retrenchment, was, 
able to recommend a substantial reduction and the 'Government did 
not find it impossible to carry out the economics and in recent years 
even to reduce the military budget much below, the figure suggested 
by the Committee. People naturally, though perhaps illogically, 
argue that the economies already effected prove that still more 
economics are practicable. So long as the military administration 
remains outside the .control of the chosen representatives of the 
people and so long as no Indians are admitt^'d within the inner 
cofincils of the army, so long is this altitude* bound to persist and 
military expenditure continue to figure as one of the major popular 
grievances against the Government. 

The enormous increase in the expenditure on civil administration 
has been another never-ending subject of criticism, the general 
complaint being that the Indian administration is one of the cost- 
liest in the world and that the scale of salaries and allowances given 
to tlic higher services, until recently manned largely by Europeans, 
is excessive. The Reforms have further added to the costliness of 
the administration in a variety of ways. The increases in salaries, 
allowances and other concessions granted by the Lee Commission 
(1924) and estimated to add to the national expenditure to the 
extent of Rs. 1} crores annually, have been criticized as wholly 
unjustifiable on the ground that the original scales of pay w'cre 
so high that no revision was called for in spite of the rise in prices. 
The present fall in prices lends further point to this priticism* The 
real remedy is rapid Indianization with a reduction in the scale 
of salaries. The economies effected in this mapner will not be 
attended with any fall in efficiency provided the principle of 
communal preferences is either abandoned or applied as sparingly 
as circumstances permit. If preferences have to be given to certain 
communities in public “employment, certain minimum qualifications 
should be insisted upon, and, as far as possible, selections even 
within a given community should be governed by competitive 


35 



546 


Indian Economics 


• It is thus of the greatest importance that there should be a 
rigorous pursuit of economy in all the branches of administration, 
and those in charge of public funds should realize, in a fuller 
measure than is usual, the fiduciary position which they occupy 
A^ith regard to the taxpayer and display a more exact diligence in 
the manner in AAhich these funds are administei'ed. “ We welcome 
the non-official resolution recently (Aprit 1938) carried in the 
Central AsseinbU Jn favour of ,a retrenchment committee to review 
Central expenditure. W^* must however add that it is equally 
nece^^ary tJiat the folly of unlimited and indiscriminate parsimony 
•should be recognized and expc‘nditure should be as liberal as possible 
on dcpnrtmcnls like education,^ agriculture, industries, irrigation, 
and public health. For unless money is freely spent on them the 
economic uplift of tho people cannot be at'hieved. 

§20. Burden of taxation. — The Statistical Abstract for British 
India (1935-6) gives the following figures bearing on the burden 
of taxation per head in British India : 


Tu lakhs of rupees 


— 

1 1 

1 1 

IQ27-8 

r 

1 >933-4 

> 93 S-f> 

Total taxation, Central and Provin- 
cial (including land levinue*) ... 

1 

1 

1,40,18 

1 

2.39.37 

Payment per head ))rjsed on Cmsus 
population in iQji' and assuming 
that the whole tax.dion is paid by 

1 

Rs. A.>. r. 

Rs. AS. P. 

Rs. AS. p. 

Rs. AS. p. 

the inhabitants of Britisli Tndi.i ... 

5 4 ,*; 

5 5 0 

4 10 10 

^4 14 3 


Sir Purshotamdas Thakurdas, in his speech as a member of the 
commercial deputation on retrenchment, gave the following estimates 
of the Incidence of taxation. 


1871 

Rs. 

I - 1 3-9 

1911 

Rs. 

2-1 1-3 

1881 

M 

2- 2- 3 

1913 

» > 

2-14-5 

1901 

. » 

2- 6-6 

1922 

M 

6- 1-8 


According to these figures the nominal incidence of taxation in 
1922 was more than double what it was in the pre-War period. 

n 

* In CirfMt Britain, thf' expenditure per head on education U £2 155. 

In British India it is less than ninepencc. Sttnon Commission Report, vol. II, 
par. 238. , 

* We have already referred to the vie3V of the Taxation Enquiry Com- 
mittee that land revenue ought to be regarded as part of the burden of 
taxation.* Ante, vol. I, ch. xii, §28. 

■ Population figures for the intercensal period have been worked out on 
the assumption of a constant geometric rate of increase. ^ 
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But whether this represents a real higher burden depends on> the 
figures we adopt for the per capita incomes for the two periods.^ 

It is sometimes argued that because the per capita incidence of 
taxation in India bears a lower ratio (8 per cent) to the income per 
head (Rs. 8o), therefore the Indian burden of taxation is light as 
compared to* countries like Great Britain whete the proportion of 
national income absorbed by taxation amounts to more than 20 
per cent. This is however a superficial view, because the ‘lower 
proportion of a low national income may represent a very much 
heavier burden than a higher percentage of a high income. Another 
obvious point is that the relative pressure of taxation in different 
countries cannot be considered apart from the nature of the services 
rendered by the state to the people in return for the taxes it levies. 

§21. * Distribution of the burden of taxation. — ^The problem of 
the incidence of taxation is one of the most complicated in economic 
science and is rendered more so in India owing to lack of precise 
statistical information regarding the income per capita and the 
distribution of the. national income. In these circumstances the 
Taxation Enquiry Committee are thrown back on such general 
Considerations about incomes and standards of living of typical 
classes of the population as a ptudent Finance Minister would 
examine in “framing or revising a scheme of taxation. They select 
a few typical classes of the population and offer certain tentative 
conclusions regarding their position as it then (1924-5) existed 
and as it would be in the event of certain changes in the taxation 
system being introduced. The Committee find that the burden on 
none of the classes is oppressive, though its distribution is unequal. 
Some of them escape their proper share of taxation, for example, the 
bigger landlords and the village trader, who might well be brought 
within the scope of further taxation by a more general and a more 
efficient administration of the circumstances, property and* profession 
taxes.* Before the War, taxation was very unevenly distributed 
between the different classes of the community. The poorer sections 
of the community bore the brunt of the burden in connexion with 
the land revenue, salt tax, excise duties, stamp?,, etc., fvhile the 
richer sections were able to resist their just share of taxation. 
The War and the post- War changes in taxation, while they 
have certainly increased the burden on the masses, have partially * 
removed this blot on the taxation system of the country and made 
the* incidence somewhat more equitable by the introduction of a 
graduated income-tax and super-tax, the levy of special import 


* Ante, ch. iv, §5. 

^ See Taxation Enquiry Committee Report, pars. 478-92. 
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duties on luxury articles, etc. A considerable degree of inequality, 
however, still persists, as is illustrated by the following figures 
worked out by Professor K. T. Shah with reference to the year 
1923-4.* 


In crores of rupees ^ 


IIj atl of Rcvf»nuc 


Cusloins ... ' ... 

I-nnd and Iriigatiun 

In(nine-tax ... 

Excise 

Salt ... ... ' 

K()n*sts and Rcgislratinn 

Stamps 

Railways 

Post Office ... 

Municipal Taxes 

District Board Taxes ... ' 

Total 


Amoont of the tax burden borne b] 

1 

I ho rich strata 

. the poor strata 


) • 

20 

21 


2 l\ 

20 

20 

’ll 


2 

5 

(yi 


3.^ 

60 

5 


3 

* 

10 

... 

10 

mi 

167 f 


From this table Professor Shah concludes that ‘ economically* 
the weaker and less able section bears pecuniarily the largest 
proportion of the tax-burdens of India. Allowing for .some quid 
pro quo in some of the above items (Railways, Post Office, etc.), 
we may yet say that while the richer class pays Rs. 100 • crores 
in revenue, . the poorer pays Rs. 150, that is, in terms of wealth 
deduction ; while from the average family income of Rs. i ,000 per 
annum and over, the tax deduction aggregates Rs. 100 crores out 
of a total of Rs. 600 crores of wealth enjoyed by less than a 
twenty-fiftli of the {population, the remainder of Rs. 150 crores is 
deducted from a total wealth of about Rs. 1,000 or 1,200 crores 
enjoyed by the 96 per cent of the remaining population. This 
distribution can scarcely be considered to be cither economical or 
equitable *. * ‘ 

The Taxation Enquiry Committee made various proposals to 
redress the inequalities,* such as highcij rates of taxation for 


^ See Shah and Khambatta, Wealth and Taxable Capacity, pp. 289-91) and 
Shah, Sixty Years of Indian Finance (second edition)f pp. 373-4. 

* The Committee were appe^inted in 1924 to examine the manner in which 
the burden of taxation was distributed and to consider inter alia whether the 
whole scheme of taxation, Central, Provincial and Local, was scientific and 
equitable. 
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incomes from ;^i,ooo to ;^io,ooo; reduction of the exemption 

limit for the super-tax to Rs. 30,000 ; a new rate of super-tax ; 

reduction of the exemption limit in the case of a joint Hindu 

family to Rs. 60,000, etc.^ They favoured the removal of the duties 

on kerosene and sugar as pressing disproportionately on the poorer 

sections of the •community. A9 likely to be \xornc mostly by thp 

richer classes, they suggested an excise duty on aerated waters, on 

cigarettes and pipe tobacco, licensing for country tobacco, increase 

in the license fees for ftrearms, etd. • * • • • 

• . . * 

It IS gratifying that •Sir James Grigg, the Finance Member, 

\\elcomes the proposal recently (March 1938) put forward 4 n the 

Assembly* for* an inquiry by the Economic Adviser into incidence 

of taxation. ' ‘ I have no doubt *, said Sir James, ‘ that taxation 

in this country lets off the rich too lightly and presses the poor 

too heavily, and it would be very valuable to have that verified 

scientifically, and particularly to see the cost laid by the 

present policy (of protection) upon the consumer not for the 

purpose "of Government services but for the purpose of subsidizing ' 

industry.’- * * 

• §22. Taxable capacity, — In the words of Sir Josiah Stamp, 

* taxable capacity or fund is measyred by the difference between 
the two quantities — the total quantity of production and the total 
tjuantity of consumption In the case of India the standard of 
consumption is very low, but, as we have seen, production also is 
very low, so that the difference between the two gives us a very 
small margin of taxable capacity. It is, however, impossible to 
estimate this margin with any degree of precision. In discussing 
the national income of India we have already commented on the 
paucity and unreliability of the available statistical data, and this 
makes it possible for people to pick and choose their evidence and 
present a bright or gloomy picture, as may s»it them, of the 
economic condition of the masses. For obvious reasons the 
same remarks apply to calculations of taxable capacity. However, 
we give the following calculation^ rather as illustrating the 
method of computation than as a thoroughly dependable estimate 
of taxable capacity on which actual practical {Jdlicy might be 
based. 


' suggestions were largely carried oQt as a result of the Budget 

proposals for 193 1-2. 

® See also §45 below for Sir Otto Niemeyer’s views on the incidence of 
the general scheme of Indian taxation. 

' Stamp, Wealth and Taxable Capacity, p. 114. 

* Taken from Findlay Shirras, The Science of Public Finance, p. 146. 
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Taxable Capacity of British India 

In lakhs of rupees 


Details 


1 . Income : 

Agricultural ... 

>^jn-agricuhural ... ...| 

^ Total income 

2. Allow for minimum consumption... | 

3. Allow for seed and manure | 

4. Allow for replacement of, and , 

ordinary additions to, capital ...1 

5. Taxable capacity [i -(2+3+4)] —I 

6. Tax revenue : 

Central and Provincial Govern- 
ments ... 

Local bodies 

Total ...1 

7. Expenditure on intei nal debt : 

Central and Provincial Govern- 
ments ... ... .?. 

Local bodies 

Total ... 

8. Effective taxation (b — 7) 

9. Balance (5 — 8) 


IQIO-IX 

(Census 

1911) 

1920- I 

(Census 1921, 
a distinctly 
^bad year) 

I 9 SI -2 

(Good for 
agriculture, 
but year of 
trade 

depression) 

Ip 2,00 ' 

1 

' 1715.00 

1 

1 1983,00 

530.00 

883,00 

883,00 

1942,00 

2598,00 

2866,00 

1214,00 

2220,00 

2220,00 

141,00 

172,00 

1 198,00 

25,00 

45.00 

1 55,00 

5 () 2,00 

lbl, 0 Q. 

393,00 

79.83 

130,15 

1 

1 135,30 

7.17 

11.64 

11,64 

87,00 


146.94 

5.61 

21 , 0 ^ 

24.27 

1,70 


2.34 

7.31 

23.38 

26,61 

79 .hQ 

1 

n8,6i 

129.33 

482.31 

42,39 

[ 272.64 


The figures for taxable capacity and the balance of it still 
remaining untaxed which emerge from the above calculation must 
not lead the reader to suppose that it gives the practical limit to 
which taxation could be increased, if necessary. Sir Walter Layton, 
however, observes in this connexion that ‘ though the population of 
India consists in the main of extremely poor people, it is at the 
same time a country in which there are large accumulations of 
wealth on which the burden of government rests very lightly. . . . 
The public revenues of India can be substantially increased without 
taxation becoming intolerable, provided its incidence is adjusted to 
the capacity of thp tax-payers to pay and that heavy additional 
burdens are not put upon primary necessities The present, 

* Dr P. J. Thomas in a recent (1936) lecture on * India’s Financial PoaHion ’ 
pointed out that while ‘ taxation in India was believed to be heavy, there 
were still sources on which tax 4 >urdens fell lightly, and a reorganisation of the 
tax basis c might increase retinue and make the incidence more equitable. 
*^Ven land revenue could be made to yield more by a reorganization of the 
^"sis of assessment and by a readjustment of the incidence as between the 
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liowever, is scarcely the time for imposing additional burdens 
light-heartedly as all classes have been badly hit by the depression. 

§23. Receot Indian financa.-i— Owing to limitations of space it 
is impossible for us to enter into anything like a detailed history 
of Indian finance under the Rast India Company and the Crown, 
The confusion between the coipmcrcial and administrative accounts 
under the East Indi^ Company; the chronic deficits which 
characterized the administration of the ('ompany ; the financial 
burdens of the Mutiny;* the appointment* in ODcirse of tima of a 
separate Finance Member ; jthc gradual progress in financial 
decentralization ; the embarrassments caused by famines, fri)ntier 
wars and Tall fn exchange ; the loan policy of the Government ; thef 
budget surpluses of the pre-War years, roughly since the beginning 
of the present century — these arc some of the topics belonging to 
the history of Indian finance. We shall have something to say on 
one or two of these in greater detail, but for the present we propose 
to take note of the principal happenings in the domain of Indian 
finance sfhee the outbreak of the War of 11)14-18. 

The smooth course of Iniiia’s pre-War finance and the era of 
budget surpluses came to an end abruptly with the outbreak of the 
War. i 

The subjoined tables give ,the total Revenue and Expenditure 
fgross) of the Central Government before and after the Reforms. 

TABLE n 


In erodes of rupees 


Year 

Revenue 

i £ 
1 = 

1 — 

Surplus (4-) 

Year |Re\rnuo 

? « * 
Is 

Surplus (+) 




Deficit (’— ) 

I 1 

Deficit (— ) 

1914-15 

76-15 

78-83 

-j-()8 

j 

1918-19 1 1,30*40 ' 

• 

: 1,3313 

* -S-73 

1915-16 

So'oi 

81-79 

-1 78 

1919-20 j 1,37- *4 

i,6o*79 

- 23-65 

1916- 17 

1917- 18 

98-53 

1,1870 

87-3* 

1,06-57 

-f 11*22 
+ 12*13 

1920-1 1 1,35*64 1 

1 1,61*64 

— 26*00 


different crops and tracts. When the spending of money controlled from 
Whitehall, there were difficulties in raising certain taxes, but with the grant 
of provincial autonomy a bolder taxing policy would be practicable. Fresh 
sources of taxation like succession duties and terminal taxes had been set 
apart in the Government of India Act (1935) f^^*" use • primarily of the 

provings, and to this might be added tobacco and agricultural incomes. When 
these sources were tapped, there would be ample funds for a forward economic 
policy in the Provinces *.* 

* These figures are exclusive of special itemoi such as transfers ^from and 
:o the Revenue Reserve Fund and the appropriation of the balance at the credit 
)f the German Liquidation Account. 
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TABLE m 


In crores of rupees 



1 

1 U T3 U (fl 



• 0) 

1 ^ 

■7 — 


1 1 

1 

® £ 

§ -d c - - 
c 0 

** 

1 « . 

1 

c 

6 

> 3 

1 s . 

1 " 

i 

' T 


tig transfer 
r\e Fund 

3 ■ - -d 

1 u c 

c s-'S ^ 

•S5 Q 

C 

1 CC 

0, 

1 ^ 

,3 

• cr 

X 

minus (2) 

from R 

1 -S 

U 

3 

X’^ 

G 

*■* 

*0 

1 

1 ^ 

i ^ 

.e— s 

Year 

<u 

rs 

‘ 'ix 


1 i 

Ce 

' 0 c 

1 3 

0 tu 

1 ,00 

0 

I 

tA 

1 ^ 


1! i " 

1 ' 

C 0) 

S c c <J.S 

3 0 C 

:S « -o 

1“ s 3 % 

5-2 a-=-5 

lansfer to 
Funds 

w.. 

0 

0 

u 

a 

1 « 

t c 

X (U 
, (/, cr 

c t 

1 ec 

i- §1 

' ’lZ‘o 

0 -r 

i- 

1 ^ 
i 


X 



CQ 

1 ^ 

1 ^ 

r (6) 




U) 

(3) 

(4) 

[ (s) 

(7) 

1 

1921-2 ... 

1,15*21 

'.j8 4 

... 

-23-19 


1 4-46 

-->76; 

1922-3 ... 

1,21-41 

i,,(i 8« 

... 

- •0-47 


1 '>■*3 , 

1 -15*0 

1923-4 ... 

1,33*17 

1,27 16 

... 

-f 6-01 


3 0-’’ 

4- 2-3. 

1924-5 ... 

1,38-04 

1,28-58 

•* 

+ 9-46 

... 

1 3-78 

' -4- 5*6J 

1925-6 ... 

1,33*33 

1,25*05 

... 

-f 8-28 

... 

1 4-97 

1 -f- 3*3 

1926-7 ... 

i.3>-7o 

1,23*77 


+ 7-03 

- 2-C)6 

' 4-07 

1 

1927-8 ... 

1,25 04 

1,22 22 

... 

+ 2-82 

2-22 

1 .S 04 


1028-9 ... 

1,28-24 

1,23-88 

... 

■4* 4*^6 

0-74 

1 5-42 

1 - 0*3* 

1929-30 ... 

l, 32 - 6 g 1 

1,26-68 

... 

-h ti’OJ 

... 

' S-74 

, -f- 0-2; 
-11-5? 

1930-1 ... 

1,24-60 

1,30-04 1 

... 

- 5*44 

... 

6 14 

1931-2 ... 

1,21-64 

1,26-50 

... 

- 4-86 

... 

6-89 


1932-3 ...| 

1,20-40 

1,18-01 


4- 8-39 I 


6-84 

4 i*5f 

1933*4 •••1 

1,20-37 

1,14*65 

2 7* 

+ 3-00 

... 

3*00 

... 

1934-5 ••• 

1,25-10 

1,17-14 

4-60* 

+ 3-.36 1 

... 

3*00 1 

1 + o-3( 

»<)3S-6 ... I 

1,22-01 1 

1,16-72 

0-45* 

+ 484 

-1-84 

3*00 

... 

(Revised) ... | 

1.18-98 1 

1 

1,17*90 j 


-f i-o8 


3-00 

- 1-9: 

i937-«‘ 1 

(Budget) ... 

t.i7-.58 1 

«.«6-3S 1 

... 

+ 1*23 

1-84 1 

3*00 

-f o-oj 


The dislocating’ effect of the War on trade and industry wa 
immediately reflected in the conversion of the surplus of Rs. i' 
crores to a deficit of Rs. 2*6 crores in 1914-15. The budget fo 
1915-16 also showed a deficit of Rs. 1*7 crores. As the War wa 

expected to last only for a short period, the Government decider 

• • 

‘ Central Budget for 1937-8, p. 75. 

® Amount transferred to the Earthquake Fund^; 0*63 out of this was utilize^ 
for debt redemption. 

• 2*82 for Rural Development, 0-25 for Tiibal Areas in N.-W.F., 0*20 fo 
Broadcasting, 0*93 for Civil Aviation and 0*40 for special grant to Road jfund. 

* Fund for capital outlay on buildings in Sind 0*17^ and Orissa 0*27. 

‘ The Budget estimates for 1937-8 include the changes due to the scparatioi 
of Burma and the Niemeyer SXward (see §40). The net cost of separation o 
Burma is Rs. 2*33 crores. Provincial Autonomy involves a total cost to th< 
Centre of Rs. 1*85 crores. 




Finance and Taxation 


553 


to meet the deficit by temporary borrowing and by drawin^^ on 
the balances in England, in order not to disturb the existing level 
of taxation. .The programmes of capital expenditure on railways 
and irrigation were also considerably reduced. The expectation, 
however, that the War would be a short-lived one was doomed 
to disappointnfont. Important 'changes in taxation in the budgets 
of 1916-17 and 1917-J8 became inevitable, and rigid economy was 
ordered in all the departments except the army department* The 
budget for 1916-17 ptovided for 'an jnerease* in customs duties, 
income-tax, salt duty said excise duties. We have already dealt 
with the details of War taxation of this and the following years. 
In the budget for the year 1917-18 further inefreases in taxation 
became necessary in order to meet the cost of the War contribution 
of j;^io6 millions to his Majesty’s Government. The contribution 
was to be provided for by raising War loans in India and by 
taking over a part of the British War debt to the extent that the 
Indian Ipans fell short of the promised amount. The War 
contribution involved an annual burden of Rs. o crores for interest 
and sinking fund charges, and to meet this, increased taxation 
*was resorted to in the form of the super-tax, rise in the cotton 
import duty to 7J per cent, doubling the export duty on jute and 
levying a •surcharge on railway goods traffic. The increase of 
' taxation and excessive caution in framing the budget, together 
with retrenchment, resulted in a large surplus in the year 1916-17 
(Rs. 11*2 ' crores) and 1917-18 (Rs. 12*12 crores). There was no 
necessity, therefore, to resort to further taxation in 1918-19, though 
the cjfisting level of taxation w’as maintained. In 1918-19, however, 
owing to the promise by the Government of India -of a further 
War contribution of millions (a figure which was ultimately 

reduced), additional taxation became necessary and the excess- 
profits tax was levied for one year. During thtf period ^1914-15 to 
1918-19 the Central revenues shoAved a substantial increase from 
Rs. 76*1 crores to Rs. 130*04 crores and Central expenditure from 
Rs. 78*8 crores to Rs. 136*1 crores.^ 

§24. Deficit budgets. — In contrast with the budget .surpluses 
which especially characterized the pre-War perio'd, there now set 
in a succession of deficit budgets both in Central and Provincial 
finance. In five years •the aggregate deficit irf the budgets of the 
Central Government alone amounted to nearly Rs.*ioo crores. On 
the^top of the additional expenditure due to the European War, 
there was also the trouble caused by the wanton invasion of India 


* We have already discussed the effects of War finance on the Indian 
currency and exchange position : see ch. vii. 
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by Afghanistan, which cost the Indian exchequer several crores 
of rupees. Again, the cost of civil and especially of military 
administration went on increasing year after year. The expenses 
of railway operations also showed a heavy increase, and the railway 
receipts suffered owing to the post- War trade depression which 
foilowed on the heels of a short-lived boom. Apart froni diminished 
railway receipts there was the decreased yield from income-tax. 
The combined effect of all these factors was seen in the continuance 
of heavy deficits in spite cf large increases in taxation between 
1914 and IQ22. 

In ^1922-3 the Retrenchment Committee was appointed to 
suggest means of reducing the overgrown expenditure of the Central 
Govcrnmp.it. The Committee suggested several cuts aggregating 
Rs. 19] crores as follows: — Military expenditure, Rs. 10*5 crores; 
Railways, Rs. 4*5 crores; Civil Administration, R^. 2*19 crores; 
Posts and Telegraphs, Rs. 1*3 crores.^ In 1923-4, a reduction of 
Rs. 6*6 crores in the non-military expenditure and Rs. 5*75 crores 
in military expenditure was effected. But this did not suffice to 
restore budget equilibrium and, as we have seen, the Viceroy felt 
compelled to double the salt tax from Rs. 1-4 to Rs. 2-8. In 1923-4 
the tide turned and there was a temporary reversion to the old 
tendency of surplus budgets due to excessive caution in revenue 
estimates, the stabilization of the rupee at is. 6t/., the retention of 
the high level of taxation previously introduced and the gradual 
recovery of trade and industry. These surpluses wxre utilized to 
abolish Provincial contributions and reduce the unproductive debt. 
Since 1927-8, hoAvever, budget equilibrium was again disturbed 
and, as the Finance Member pointed out in his budget statement 
for 1930-1, excluding transfers from the Revenue Reserve Fund 
and eliminating exceptional items and windfalls such as the 
reparations share "of India, etc., it could be seen that, since the 
final remission of the Provincial contributions there had been a 
succession of deficit years, and the gap caused in the revenue by 
the remission of contributions had not been fully filled even if 
an allowance was made for the depressed trade conditions. Thus 
in 1927-8, the deficit amounted to Rs. 2,21 lakhs, in 1928-9 to 
Rs. 1,06 lakhs, and^ in 1929-30 to Rs. 1,56 lakhs. The gap was 
closed either by transfers from the Revenue Reserve Fund (which 
was thus completely exhausted) as in 1927-8 and 1928-9, or by 
the German reparations payment as in 1929-30. This fact, coupled 
with a fall in the contribution from the railways to the General 
Revenues, essential new services and demands involving Rs. 1,46 


* See Report of the Retrenchment Committee, part XI, par. 8. 
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lakhs (such as census operations, a grant for agricultural research, 
a special fund to finance measures for the management of sugar 
cultivation, a Banking Enquiry, better provision for the payment 
of bonus on cash certificates, broadcasting, the appointment of 
Indian Trade Commissioners, etc.) created a deficit of Rs. 5,52 
lakhs on the* basis of taxation ‘ in 1929-30. Even after effecting 
reduction in the aggregate of Rs. 1,42 lakhs (Rs. 62 lakhs, civil 
estimates; and Rs. 80 lakhs, military estimates), a net deficit 
of^Rs. 4,40 lakhs had to be faced, and additional taxation (noticed 
above in §§5 and 9), Amounting to Rs. 5,10 lakhs had to be 
imposed in 1 930-1 thus leaving a surplus of Rs. 70 lakhs, *whic|Ti 
was provided for as a margin of safety.^ 

Indian finance in the years of depression and after. — As 
the figures given below show, an acute financial crisis overtook 
the Central Budget (as indeed most of the Provincial Budgets) 
in 1930-3, owing mainly to the prolonged and severe economic 
depression* and the heavy fall in prices. This led to very serious 
deteriora*tion of mqny of the important revenue heads, such as 
Customs and taxes on income, and adversely affected the earnings 
<rf commercial departments like Railways and Posts and Telegraphs. 
The situation Mas for some time aggravated by special factors — 
internal disturbances and uncertainty caused by the prospect of 
fundamental constitutional changes. 

We may now mention the outstanding features regarding Central 
finance in 'recent years. The revised estimates for 1930-1 revealed 
a net deficit of Rs. 13*56 crores as against a final budgeted 
surplus* of Rs. 86 lakhs. The deficit on the basis of 1930-1 
figures of revenue and expenditure was expected to be Rs. 17*24 
crores, which the Finance Member proposed to reduce, by 
retrenchment in military expenditure of Rs. 1*75 crores and 0*98 
crores in civil expenditure, to 14*51 crores *in 193J-2. The 
deficit was to be covered by 14*82 crores of taxes, of which Customs 
duties were calculated to yield 9*82 crores and income-tax 5 
crores, thus providing for 31 lakhs of surplus. These calculations 
were very largely upset during the next six ippnths, -and an 
emergency arose from the fact that the previous (March 1931) 
Bill would not yield sufficient income to meet the Government’s 
needs. To meet the enifergency Sir George Scfiuster introduced a 
Supplementary Finance Bill in the Assembly in September 1931. 
It Mj/sis to remain in force for a period- of i8 months (till March 
* 933 )* The deficit for 1931-2 was expected to be Rs. 19*55 crores 
and for 1932-3 Rs. 19*50 crores. Thus gt total deficit of Rs. 39*05 


* See Budget Statements for 1929*30 and for 1930-1. 
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crores had to be repaired during* a period of i8 months. This gulf 
was to be bridged to the extent of J by retrenchment and an 
emergency cut (lo per cent) in salaries, and to the^extent of J by 
more than Rs. 22 crores of new taxation. The changes in t^ation 
affecting customs duties and income-tax have already been noticed. 
A surcharge of ^ . on all existing excise duties,' including salt, 
ajid increased postal rales (one anna three pies for a letter and nine 
pies ^’or a card) were other measures of additional taxation. 

The immediate object of the Supplementary Budget was thus 
fulfilled and the gap in the budget was not only filled up, but, 
as the actual figures for 1932-3 revealed, there was a surplus of 
Rs. 1,55 lakhs after providing nearly Rs. 7 crores for reduction of 
debt. J Jiis result was secured partly by retrenchment, but mainly by 
additional heavy taxation aggregating Rs. 42 crores in three years 
(5 crores in 1930-1, 15 crores in the budget of i93i-2*and 22 crores 
in the Supplementary Budget — 1931 October to 1933 March). The 
Budget for 1933-4 restored half of the pay cut and the Budget 
for 1935-6 provided for the full restoration of .the cut. 'fhis was 
criticized on the ground that the claims of the taxpayer and of 
trade and industry to obtain relief from the high level of taxatioli 
ought to have been considered first. The year 1933-4 showed a 
surplus of Rs. 2,72 crores after the reduced provision of *Rs. 3 crores 
for debt reduction had been made. This surplus was largely 
transferred to the Earthquake Fund to finance relief measures in 
respect of the damage caused by the earthquake in Bihar and Orissa 
in 1934. The only relief the taxpayer secured was a reduction in 
the rate of income-tax from 4 pies to 2 pies on incomes between 
Rs. 1,000 and 1,499. On the other hand, the Budget for 1934-5 
introduced new taxation (sugar and match excise duties). The 
sugar excise was intended to meet a deficit of Rs. 1,53 lakhs in the 
revenue. .The export duty on raw hides was, however, abolished 
and the silver duty was reduced to 5 as. per ounce. The actual 
figures for 1934-5 s^howed a material improvement over the original 
forecast, and a surplus of Rs. 4,95 lakhs was realized, owing 
mainly to the iipproved yield from customs duties on sugar, textiles 
and artificial silk. This non-recurring surplus was utilized for various 
objects including the grant of Rs. 2,81 lakhs to the Provincial 
Governments for constituting a Fund for the economic development 
and the improvement of rural areas; out of this Rs. 15 lakhs were 
allocated for the improvement of the Co-operative Movement. ,The 
Budget estimates for 1935-6, on the existing basis of taxation, 
showed a surplus of Rs. ^,50 lakhs which was available for tax 
reduction. The abolition of the export duty on raw skins reduced 
the surplus to Rs. 1,42 lakhs. In pursuance of their promise that 
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after the removal of the pay cut the first relief to be afforded to 

the taxpayer would be the removal of the surcharge on the income- 

tax and super-tax (the tax on small incomes being treated as a 

surcharge for this purpose), the Government provided for a reduction 

in the surcharge and the tax oh small incomes by one-third at a 

total cost of* Rs? 1,36 lakhs, thus leaving a nominal surplus. of 

Rs. 6 lakhs. The actaal figures showed a surplus of Rs. 2,25 

lakhs. This improvement was due to the higher yield fronf the 
*• ***•* ^ 
import duly on sugar, which had not fallen as much as it was 

expected to do, better receipts from the income-tax owing to trade 

recovery beingf greater than expected, and improvement unde^ 

certain’ other .revenue heads. This surplus was to be utilized for 

(i) building equipment in Sind (Rs. 17^ lakhs) and Orissa (Rs. 27^ 

lakhs) and for (ii) transferring to the Revenue Reserve Fund 

Rs. 1,84 lakhs for assisting the Central Budget in the first year 

of Provincial Autonomy. 

The Budget for 1936-7 estimated a surplus of Rs. 2,05 lakhs, 
wlxch was to be utilized (i) for giviijg the much-needed relief to 
the small income-tax payer by abolishing taxes on incomes below 
F?s. 2,000; (ii) for reduction by half of surcharges on income-tax 
and super-tax (sec also §9); and (ii>) for increasing the weight of 
a letter carrfed for one anna from half a tola to one tola; leaving 
on hand a small surplus balance of Rs. 6 lakhs. Ov\ ing, however, 
mainl^ to deterioration in revenue, especially under customs and 
partially income-tax, the revised figures for 1936-7 showed a deficit 
of Rs. 1,92 lakhs (the actual deficit was later found to be Rs. 1,79 
lakhs). There w^as a startling decrease in the volume of sugar 
imports and a diminution in the general import trade. The 
deterioration under income-tax was due to decline in income-tax 
receipts from sugar manufacturing companies owing to the price- 
cutting following the establishment of an unnecessarily largp number 
of sugar factories and partly to the fall in the profits of money- 
lenders caused by Provincial Rural Indebtedness Acts. To fill the 
gap in the revenue, sugar excise duties were raised as indicated 
in §7, and the duty on silver was increased to 3 ap, per ounce by 
the Indian Finance Act of 1937. On the basis of this taxation a 
small surplus of Rs. 7 lakhs was estimated in the Budget for the 
year 1937-8. The revised estimates for 1937-8 showed a total 
improvement of Rs. 3,90 lakhs in revenue under* customs and 
central excise duties following increased imports of durable 
(machinery and motorcars) and semi-durable goods, increased yield 
of income-tax owing to trade recovery, iryreased railway earnings, 
etc. On the other hand, there was an increase of Rs. 3,22 lakhs 
in expenditure, partly under Defence services mainly caused by the 
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cogt of operations in Waziristan and partly under other items. Thus 
the net improvement was only Rs. 68 lakhs. The Budget estimates 
had provided for a nominal surplus of Rs. 7 lakhs after the 
utilization of the whole of the Revenue Reserve Fund of Rs. 1,84 
lakhs. According to the revised estimates, as pointed out by the 
^Finance Member in his 1938 ‘Budget Speech, bnly Rs. 1,09 
kikhs would be necessary to balance the •budget, leaving Rs. 75 
lakh^ available for the year 19^8-9. 

Thfe budget for \he year 1938-9 provides for a small surplus^ of 
Rs. 9 lakhs. It contains no proposals for additional taxation, nor 
any relief from existing taxation, including the remaining surcharges 
on income-tax and super-tax which undoubtedly weigh heavily on 
trade and business. The Finance Member in his last (1938) Budget 
Speech claimed that it had been possible to provide the cost of the 
introduction of Provincial Autonomy, ^hc separation of Burma and 
the expenditure on Waziristan expedition ; to make a start on the 
distribution of income-tax to the Provinces to the amounPof Rs. 1,38 
lakhs in 1937-8 and 1,28 )akhs in 1938-9 under the 'Niemeyer 
Award (see §39); and at the same time to show balanced budgets 
both in 1937-8 and 1938-9 without the imposition of any ndw 
taxation. This was made possible by a steady improvement of 
trade conditions throughout 1937. This increased the* revenues by 
Rs. 3*90 crorcs mainly from receipts from customs and railways 
as pointed out above. An increase in revenue together wMi the 
balance of savings specially kept for this purpose, were just 
suflicient to meet the extra expenditure incurred by the Central 
Government due to the inauguration of Provincial Autonomy and 
to provide 'for certain essential expenditure for the defence of India 
so that only a small surplus of Rs. 9 lakhs was left at the end of 
the two years. • 

Whilp all th'is is true, we should like to emphasize the need 
for reducing the burden of special taxation imposed during the 
financial emergency of 193 1-3. 

§26. Central (General) Budget* — We give below a general 
statement of revenue and expenditure charged to revenue, of the 
Central Government for 1937-8 with actuals for 1921-2 for 
comparison. (See p. 559.) 

§27. The public debt in India* — ^The* origin of our public debt 
is to be traced to the wars of the East India Company which had 
steadily taken up the figure for national debt from ^^7 millions in 
1792 to ;^59j millions just before the Mutiny in 1856-7. In the 
following year the figure f rose to ;{^6oJ millions. The whole charge 
of the Mutiny was thrown on India so that the total public debt 
amounted in i860 to over ;^ioo millions. When the Company’s rule 
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was abolished in 1858, the Government of India not only assumed 
responsibility for the territorial and other debts of the Company but 
also for the payment of the dividend on tlie capital stock of ;^i2 


^ There was no separate kailway Budget till 1925-6. We have already dealt 
with Railway Finance ki ch. v. 
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milligns of the East India Company, until in 1874 the East India 
stock was redeemed. The debt inherited by the Government of 
India from the Company was purely unproductive. Since 1867, 
however, when the policy of constructing ‘ extraordinary public 
w'orks’ (or ‘ productive works’ as they came to be called later on) 
lil^e j’ailw'ays and irrigation, commenced, there has been a steady 
grow’th in the amount of productive or ‘ Public Works Debt ’ as 
distin^iished from ‘ Ordinary Debt *, as the unproductive debt came 
to be crftled from 1879. Additions to the former debt were made 
when the Government had to borrow for purchasing some of the 
railways from the companies or for making advances to them. In 
conformity with the recommendations made by the Select Committee 
of 1878 the surplus revenue of a particular year was not applied 
to the cancellation of debt but sptmt on productive works for which 
the Government w’ould otherwise have been required to borrow. 
The reduction of the ordinary debt was thus automatically followed 
by an equivalent increase in the public works debt. By this process 
the ordinary debt would have been wiped off altogether by 1917 
but for the huge addition to the debt for wdiich the War w^as 
responsible. The late Mr Gokhale was a strong critic of the policy' 
of utilizing the surplus revenue for reducing the ordinary debt and 
increasing the productive debt. He contended that in view of the 
smallness of the unproductive debt, there was no need to liquidate 
it out of Government’s ordinary surpluses, which ought to have 
been returned to the taxpayer by remission of taxation or, better 
still, spent on beneficial non-rccurring expenditure, such as 
education, medical relief, etc., to be met from special Provincial 
reserves to which the Imperial Government might have made grants 
from their surpluses. 

By far the greater portion of the public debt of India during the 
pre-War period w^as raised in England. The Government defended 
this policy on the ground that the difference between the rates of 
interest in India and in England was so considerable as to counter- 
balance any disadvantages attendant upon borrowing in England. 
They had also a very poor idea of the resources of the Indian 
money market, whose maximum lending capaeity in any single year 
they put at not more than Rs. 5 crores. It was left to the War 
and the post-War period to prove that thi^ was very much of an 
under-estimate. ‘During this period the ordinary debt increased 
rapidly from Rs. 3‘i crores on 31 March 1916 to Rs. 257*70 crqres 
on 31 March 1924. This was due to India’s War contribution of 
;^ioo millions,^ the expensf on New Delhi and the post-War era 

‘ An additional War contribution of ;£“45 millions was promised in 1918 
in the event of the War being prolonged. But in 1919-20, in view of the 
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of successive deficits in the budget of the Central Government. 
Successive War loans were raised in India to meet some of these 
demands, as the English money market was fully taxed by the 
demands made on it by the English Government for war purposes, 
and the Government were able to get the unprecedented amount 
of Rs. 53 crofes !h 1917, and Rs. 57 crores in 1^18. The strengtlf 
of the Indian money market for Government loans, first revealed 
during the War period,^ has beeh^ largely maintained during^ the 
post- War years, and the Government* now do most of their 
borrowing for- productive purposes in the country itself. ^Apart 
from the l^rge^ amounts raised by the War loans, another welcome 
feature of ihc^e loans was the increase in the number of investors, 
thanks to clTective advertisement and offer of increased facilities in 
regard to the administration of the Public* Debt at Government 
treasuries and sub-treasuries. In this connexion special mention 
must be made of the Post Office branch of the War loans and the 
Cash Certificates \vhich have since secured a permanent place in 
the* Government’s levin policy. • 

Another innovation which owed its biith to the War was the 
introduction of Treasury Bills, first issued in 1917 for meeting the 
Government’s disbursements on behdlf of the British War Office. 
Ihey were again resorted to for financing the deficits in the 
post-War period, when the old bills were paid by issuing new 
bills. Ultimately the large outstanding amounts of Treasury Bdls 
were reduced by discharging these bills from the proceeds of 
long-terpi loans — a questionable procedure from the point of 
view of sound finance. Since the year 1929-30 the issue of 
Treasury Bills has again become a normal feature of Ceniral 
finance. 

^28. Rupee and sterling loans. — ^The loans raised in India are 
called rupee loans or ruyjce debt, as they arc subscribed m rupees 
and the interest and principal are paid in rupees. It must not, 
however, be supposed that the rupee loans are necessarily internal 
loans or even held wholly by Indians. The bulk of the rupee 
debt is held in India, but a certain portion is held by* investors who 
live in England and receive their interest in that country. Again, 
the rupee debt held in India is divided between In^lian and European 
investors. It has been suggested that all debt, whether rupee or 
sterling, whether held in India or England, should be considered as 
external if held by non-Indians, and internal if held by Indians.^ 


heavy expenditure of £16 millions due to the Afghan War, the additional 
War contribution was substantially reduced. 

‘ Cyan Chand, Financial System of India ^ p. 312. 
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Judged by this standard, the major portion of our debt is external/ 
It need scarcely be added that the policy should be to reduce the 
volume of the external debt as far as possible, because it creates all 
kinds ol political difficulties and also complicates the Indian exchange 
problem. 

^ » §29. The position of public debt in 1914 ‘and 1936/ — ^I'he 
following statement shows the inleresNbedring obligations of the 
Government of India outstanding at the close of the financial years 
1914 and 1936, and serves to illustrate the remarks made above 
regarding the growth of sterling and rupee debt, productive 
and unproductive debt and the changes during and , since the 
War. 


31 March I 31 March 
1914 I 1936 


I NTEREST-BLAR INC OUI lO \1 ION S 
In India — 

Rupee Loans 

Treasury Bills in the luinds of the public i 

Treasury Bills in lh<* PaptM ('urrency Reserve | 

Other obligations — 

Post OflRce Savings Banks 
Cash Certificates ... 

Provident Funds, «‘tc. 

Depreciation and Resonc Funds 
Provincial Balances 

Total Loans .. 
Total other obligations .. 
Total ill India .. 


In England— ^ 

.Sterling Loans 

Unpaid balance of India’s Wai contiibution 
Capital value of liabilities undergoing redemption 
by way of tci. minablo Railway Annuilie.s 
India Bills 

Provident Funds, etc. 


Total in Kngland ... 


In crores of rupees 


10*93 

} 34 09 

6780 

65*96 

95*99 

12*74 

4*93 

« 45<>9 

4^0*00 

34 - 

2474* 

> 79 - 7 <> 

707*42 

In 

• of pounds 

17706 

317*75 


1672 



7 O- 0 O 

41*75 

... 1 

1 

1*27 

247*66 ' 

J 77-49 


Equivalent at i.\. ^d. To the lupee in 1914 and at 

ir. 6d. in 1931 . . ... ... ... 37*’50 50J’32 

Total interest-bearing obligations ... 551 *<29 | 1,201*74 


* For an instructive treatment ol the various items in the national debt 
of India (Rupee Loans, Sterling Loans, Terminable and non-Tcrminable Loans 
and Government Securities) s|*e Guide Book for Investors in Government of 
India Securities (i92i)> 

• See Report of the Controller of Currency (1934-5), and the Central Budget 
for 1936-7. 
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1 M.irch 

31 Inarch 


1914 

1936 


1 In crorcA of rupees 

Intfrest-yielding, Assi-ts — 



Capital aflvanoed to Railways 

438-64 

757-3* 

Capital advanced to other Commerci.il Departments ... 

14*08 

24-tp 

jm -»3 

Capita] advanced to f*rovimes 

71 t)<) 

Capital advanced to Indian States and other 
interest-beai ing Ioan^» ... • * ... * ^ 

• *• 


• 

(a) 

• 20 92 

TotM interest-yielding assets ... 

524-7' ] 

980 42 

('asli, bullion and securities held on Treasury account ... 

• 

1 (a) 

22 99 

Balance of total intorest-benring obligations not covered 

1 


by abo^e assets 

26 SK 1 

•98-33 


§30. Debt redemption. — In the pre-War period, the public debt 
of Indi^ was bein^ reduced in two ways. One of these has been' 
already noticed, namely the utilizsftion of surpluses for capital 
jevpcnditurc on railways, irrigation, etc., which enabled the 
Government to avoid borrowing and to reduce the unproductive debt 
to that extent. The second method was adopted to meet the liability 
incurred in connexion with the purchase of certain railways. A 
portjon of this liability was and is being reduced under the statutory 
obligation of payment of railway annuities (issued in repayment of 
both principal and interest on loans). So also the India Stock for 
which* the shareholders of railways were permitted to exchange 
their annuities and the securities of the original conjpanies from 
which the railways were purchased, is being reduced from certain 
sinking funds shown under railway account. During the War, a 
sinking fund was established in connexiorf with the issue of the 
5 per cent War Loan of 1917. The Government undertook to set 
aside per cent of the loan for the purchase and cancellation of the 
loan securities, so long as their market price was below the issue 
price. In addition to this, the Government have been making annual 
provision to the extent of nearly ;^Soo,ooo to medf India’s liability 
in respect of the unpaid portion of the War contribution. The 
Government have also giade provision for the optional payment of 
an extra Rs. 80 lakhs^voted since 1921-2 for an additional deprecia- 
tion fund for the 5 per cent loan. 

&ut the position so reached was largely the result of accident 
and the whole question of the redemption of public debt had never 


(a) Not available. 
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been^ reviewed in a scientific and systematic manner. A well-devised 
scheme for debt redemption is essential in order to maintain both 
the external and internal credit of the country unimpaired, so as 
to facilitate renewals of maturing^ debt and the raising of such 
new capital as may be required at reasonable rates of interest. 
Ah regular debt redemption scheme 'was accepted by the Assembly 
in .December 1924 on the initiative of Sir Baril Blackett. In enun- 
ciating* the principle of the scheme, Sir Basil Blackett suggested 
that th^ best way off arriving' at a regular programme of deljt 
redemption was to take the gross total o'f the debt, . examine the 
capital ‘assets held against it and fix the appropriate period within 
which it is desirable to amortize each category of debt. On this 
plan, the Finance Member announced a scheme on 9 December 
1924, under which, for, a period of five years in the first Instance, 
the annual provision for the reduction or avoidance of debt to 
be charged against annual revenues was fixed at Rs. 4 crores a 
year plus i /80th of the excess of the debt outstanding at the 
end of each year over that outstanding on 31 MarcK 1923, 
sterling debt being converted into rupees at Rs. 15 per for this 
purpose.^ As Sir Basil Blackett made it clear, the provision for* 
the sinking fund so proposed would operate not to reduce the net 
total debt as long as there is a considerable annual programme of 
new capital expenditure, but to reduce the unproductive portion of it. 
The amount thus provided becomes a contribution out of revenue 
towards productive ciipital expenditure. The provision, therefore, 
is better described as a contribution out of revenues for the 
reduction or avoidance of debt than as a sinking fund. 

With effect from 1930, adequate provision was also made for 
the first time to meet the accruing liability in respect of Cash 
Certificates, which were henceforward to be regarded as part of 
the Government’s ' debt. 

The Finance Member announced, in his Budget speech for 
1930- 1, that in view of the close interdependence of the Conven- 
tions regarding the Railways (providing for a certain fixed annual 
contribution to the general revenues, almost the whole of which 
is applied for the amortization of their capital) with the Convention 
as regards the debt redemption scheme, it was better to leave 
the latter provision untouched and to bring* it under review at the 
time of the forthcoming general revision of finances. Accordingly 
it was decided that, for the time being, provision from the year 
1930-1 onwards should be made on the same lines as before, except 
that sterling debt should be converted into rupees at Rs. 13 J per 


* See Indians Pdrliament^ vol. X, p. 275. 
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£ instead of Rs. 15 per Since 1933-4 (as Table II on g. 552 
shows) the annual amount provided for the reduction or avoidance 
of debt has been reduced to a lump sum of Rs. 3 crores. This is 
justified on the g'round that, since 60 per cent of the Government 
of India debt is attributable t6 the railways, it would be imposing* 
too heavy ^ buFden on the General Budg-et to -revert to the Sigkiiig 
Fund arrang^ements ki force prior to 1933-4 before the railways 
had resumed the practice of makingf a contribution to the General 
{Revenues. The Debt 'Redemption* Scheme clf* 1924 has thus been 
temporarily guspended.** 

Financial relations between the Central and 

THE Provincial Governments 

• 

§31. Financial relations before the Reforms of 1919 . — From 1833 
to 1871, all financial powers were in the hands of the Government 
of Indiat which controlled the smallest details of the Provincial 
axpcncfiturc. The^ whole of the revenues were paid to the account 
of the Government of India, and the Provincial Governments 
•only got fixed contributions to meet their expenses. This led to 
extravagance, rigidity and friction in Provincial finance and 
uncertainty^ in Central finance. ‘ The distribution of the public 
* income degenerated into something like a scramble, in which the 
mo^t violent had the advantage with very little attention to reason. 
As local economy brought no local advantage, the stimulus to avoid 
waste was reduced to a minimum, and as no local growth of the 
income led to local means of improvements, the interest in developing 
the public revenues was aIso*brought down to the lowest level ' (Sir 
John Strachey). This system of ‘ barren uniformity and pedantic 
uentralization ’ was found to be thoroughly unsuited to a continental 
country with great diversity of local conditions.* Lord ^Mayo* was 
impressed with the necessity of some measure of financial decentral- 
ization to enlist greater interest and more animated co-operation 
on the part of the Provincial Governments in developing the public 
revenues and managing them with all possible economy. He 


* Budget Statement f^r 1930-1, pars. 25-6 and Financial Secretary‘s 

Memorandum for 1931-2, par. 32. ^ 

* Finance Member’s Budget Sp<»echc*s (1934-5, 1935-6). 

i Dr Ambedkar divides the stages in the growth of financial decentralization, 
since Lord Mayo’s reforms of 1871, according to the method of supply to the 
Provincial Governments adopted by the Government of India, namely, (a) 
Budget by Assignments (1S71-2 to 1876-7); (8) Budget by As^igrfbd Revenues 
(1877-8 to 1881-2) ; and (f) Budget by Shared Revenues (1882-3 to 1920-1). 
See B. R. Ambedkar, Provincial Finance, part II, chapters iv-vi. 
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initiated the system of * Provincial Settlements’ in 1871, under which 
certain heads of expenditure local in character were handed over 
to the Provinces, such as Police, Education, Roads and Civil 
Works, Registration, Medicine and Jails. For the management 
of these departments the Provinces 'were given, in addition to the 
departmental receipts, annual fixed lump-sum grants, the deficiency 
being made good by local taxation if necessary. This new arrange- 
ment ^ed to greater harmony and* more useful expenditure by the 
Provinces, which scebred some freedom of appropriations within 
the limits of their resources. ‘ 

^ No llefinitc period was fixed for these new arrangements, which 
remained in force till 1877. Actual experience revealed various 
defects of this system. It failed to endow the Provinces witli 
adequate revenues. The fixed Imperial grants for any year 
depended on the needs of the Central Government, and it has in 
fact been suj*gcsted that the real motive for this change was to 
afford relief to Imperial finance rather than to invest the Provinces 
with larger powers and responsibilities.^ Again, the allocation of 
the grants was arbitrary owing to the ignorance of the Central 
Government with r<‘gard to Provincial conditions. The system did‘ 
not provide any real motive for economy in the Provinces, as the 
Provinces were empowered to supplement their income b^ additional 
taxation which, under exi.sting arrangements, could only mean an 
increased burden on the poor. '* 

In 1877, a further step in decentralization was taken by Lord 
Lytton with the help of his Finance Member, Sir John Strachey. 
Practically all the remaining heads of expenditure that were 
Provincial in character, such as Lan*d Revenue, Excise, Stamps, 
General Administration, Law and Justice, were transferred to the 
Provinces. In addition^ to the departmental receipts and the (M 
lump-sum grants, certain heads of revenue such as Excise, Stamps, 
Law and Justice, were made over to the Provincial Governments. 
Under this arrangement, the heads of revenue were divided into 
Central and Provincial. The Government of India reserved to 
themselves a h^lf share in the net increase in the yield of the 
Provincial heads of revenue, and undertook to bear a similar share 
of the deficiency if any in their estimated yield. It was found, 
however, that fixed fump-sum grants were Aill necessary from year 
to year and they Caused the usual annual bickerings. The Provinces 
moreover showed no enthusiasm in the collection of revenue in 
which they were not given a share. Assam ^ and Burma, being 
backward^ Provinces, were, not admitted to the scheme*- described 


* See P. N. Bdnrrjea, Provincial Finance in India, p. 74. 
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above. Under a financial settlement effected in 1879, addition 
to wholly Provincial revenues, Burma was given a share of "the 
land revenue ajid also of the income from forests and the export 
duty on rice and salt, instead of a fixed assignment of money to 
meet the Provincial deficit. The same principle of shared or 
divided reveque*^ was applied tp the Province of Assam, which 
received a share of land revenue. This threefold division * o? 
revenues, namely (i) wholly Imperial, (ii) wholly Provincial,^ ami 
(iii) jointly Imperial and Provincial^ wa» laic;- •extended tQ other 
Provinces by Lord Ripon. in 1882.^ 

In 1882 Lord Ripon, with the help of his Finance* Member, 
Major Barings introduced certain improvements in the Provincirfl 
settlements, \Vhich he made liable to revision every five years. He 
abolished* the fixed lump-sum grants altogether and revised the 
allocation of the revenues as follows: (i) 1 m\>cria] heads: — Opium, 
Salt, Customs, Commercial Undertakings, etc., (ii) Provincial 
heads : — ('ivil Departments, Provincial Works and Provincial Rates, 
(iii) Divided heads: — Excise, ^Assessed Taxes, Stamps, Forest, 
Registration, etc. Instead of giving Tixed grants to the Provinces 

make up their deficit, a c<*rtain percentage of land revenue was 
made over to them, together with fixed cash assignments under the 
same head, .which thus became an important head of adjustment. 
•Settlements on these lines were made in 1887, 1892, and 1897 
without any change of principle, though not without much contro- 
versy and Provincial discontent. For the apportionment (ff revenue 
was unfair as between the Imperial Government and the Provinces 
and also as between one Province and another; and, while Pro- 
vincial interest in the collection of divided heads of revenue w^as 
secured along w^ith some elasticity in the Provincial resources, the 
chief defect of the revision of the Provincial settlements every five 
years was want of continuity of financial • policy, the Provincial 
surpluses being appropriated by the Central Governmeht for its 
own needs when the settlement expired. Moreover, if any Province 
economized, the reduced standard of its expenditure w^as taken 
as the basis of the next settlement. This killed all motive for 
Provincial economy and led to iinedifying wran|fling cver\ five 
years. 

To remove this defeat and uncertainty Lord Curzon made the 
settlements quasi-permanent in 7904, that is, liable, to revision only 
if there was a substantive change in the original conditions or 
in tfie event of emergencies like war and famine, 'fhe Provincial 
Governments also secured lump-sum grants — ‘ doles ’ as they were 


See Ambedkar, op. cit., pp. 96-8. 
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called — from the windfalls of Central revenues or Central surpluses, 
foi' specific objects like police reform, education, sanitation, etc. 

The settlements were declared to be practically permanent in 
1912 by Lord Hardinge’s Government, and the allocation decided 
upon was as follows : On the revenue side the Central Govern- 
ment retained for. its use all the revenues whith ccould not be 
allocated or traced to any Province, these Ij^eing called the Imperial 
Hcajls of Revenue, such as Opium, Railways, Customs, Salt, Mint 
and ET:change, Po'ste and Telcfgraphs, military receipts, and tributes 
from Indian States. Of the remainder some were wholly Provincial, 
like Forest, Excise (in Bombay and Bengal), Registration, and 
the deparf mental receipts from such Provincial departments as 
Education, Law and Justice. Lastly, there was an important class 
of (iivided heads of revenue like Land Revenue, Income-Tax, Excise 
(except in Bombay and Bengal), Irrigation and Stamps. Receipts 
from these were divided between Imperial and Provincial Govern- 
ments in stated proportions, generally equal, but determined sepa- 
rately for each Province. On the expenditure side a Somewhat 
similar arrangement prevailed, and there was a special arrangement 
for the sharing of expenditure on famines. The pre-Reform system 
suffered from the folIo\\ing main defects: (i) The divided heads 
of revenue in which both the parties were interested were a source 
of constant interference on the part of the Central Government and 
hampered Provincial development, (ii) The occasional * doles * 
given by the Central Government to the Provinces out of its 
surpluses had a dislocating influence on Provincial finance, (iii) 
Serious inter-Provincial financial inequalities were created, (iv) The 
Provincial Governments had no independent powers of taxation 
and borrowing, (v) Too detailed a control was exercised over the 
Provincial budgets and expenditure by the Central Government. 
Hie Provinces, for example, could not budget for a deficit nor could 
they spend their balances freely. 

§32. Financial relations since the Reforms of 1919 . — Since the 
Reforms the fiscal relations with the Central Government have been 
radically changed. As the new policy of responsible government was 
to be tried in tlie Provinces, and as Provincial financial autonomy 
or financial devolution was recognized to be the keynote of the 
Reforms, it w^as d'eemed necessary to abolish the divided heads of 
revenue, in order to give effect to the new principle, and the new 
allocation of revenue and expenditure was as follows: (i) Imperial 
Heads of Revenue: — Opium, Salt, Customs, Income-Tax, Railways, 
Posts and Telegraphs, Military receipts; (ii) Provincial Heads of 
Revenue "^ : — Land Revenue (including Irrigation), Stamps (judicial 
and commercial). Registration, Excise and Forests. Mainly as a 
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result of the agitation carried on by the industrial Provinces of 
Bombay and Bengal against the complete loss of the revenue TFrom 
income-tax, which was recommended to be an Imperial head of 
revenue by the Montagu-Chelmsford Report and Meston Committee 
(see next section), it was finally settled to give to the Provinces a 
small share* of* jhe income-tax •revenue, equal, to three pies in tjie 
tax collection on ever^' additional rupee of the income assessed ^oyer 
and above the amount of income assessed in the datum year ^920-1. 
As the Taxation Enqun-y Committee ha 5 pointed out, lhis»rule has 
failed in its object and the whole system of dividing the income-tax 
on the basis of a datum line is unsound.^ 

§33-* Meston Award. — ^Thc abolition ofr divided heads *of 
revenue and the provincialization of some heads like Land Revenue 
and Stamps resulted in a Central deficit of Rs. 9,83 lakhs, which 
had to be provided for by a scheme of Provincial contributions to 
the Central exchequer. A Committee was appointed in 1920 under 
the chairmanship of Lord Meston to consider this and oth'*r allied 
c^ucstions. The Committee’s decision (the Meslon Award, as it i^ 
called) with regard to the distribution of this burden by way of 
, initial contributions in 192 1-2 and the standard contributions 
payable, by regular gradations, in the seventh year beginning from 
1921-2, together with the scheme of standard contributions as 
finally accepted, is summarized in the table on p. 570, which also 
shows the estimates made by the committee of the surpluses which 
w^ould be left to the Provinces, ns contrasted with the actual 
Provincial surpluses or deficits in the first complete year under the 
RefoiYns, 1921-2.* 

Owning to the existing Provincial inequalities which they did 
not seek to remedy, the initial I'ontributions w^ere confessedly 
arbitrary and were based upon the increased spending power of 
the Provinces due to the new' distribution of l?hc revenue heads, 
and the only consideration that was borne in mind w^as so to fix 
the contribution of each Province that it should not be confronted 
with a deficit or compelled to resort to new taxation. Thus Madras 
was to pay Rs. 3,48 lakhs because the improvement in its, spending 
power was Rs. 5,76 lakhs; Bombay, on the other* hand, paid only 
Rs. 56 lakhs because the improvement in its spending power was 
Rs. 93 lakhs, and so# on. The Joint Parliamentary Committee 
recommended that in no case should a Province be required to 
pay more than in the first year and that the standard contributions 
should be reached by gradual reduction in the aggregate Central 

* Taxation Enquiry Committee Report, par? 539. 

* See Report of the Financial Relations (Meston) Committee, pars. 17 and 
28 and Simon Commission Report, vol. f, par. 399. 
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deficit, the relief being given to those Provinces whose initial , 
contributions were in excess of their standard contributions and in 
proportion of such excess. These recommendations were embodied 
in the Devolution Rules issued under the Government of India Act, 
IQ 19. The standard contributions were supposed to be based on 
the capacity to pay of each Province as judged by such factors as 
population, mc'ome-tax receipts, consumption of salt and textiles, 
agricultural and industrial wealth, etc. 

§34. Abolition ol Provincial contributions. — 1 'hc Meston Settlb- 
ment did not please anybody and caused much Provincial discontent. 
For, while industrial Provinces like Bombay and Bengal could never 
reconcile them.sclves to the virtual loss of the income-tax revenue, 
agricultural Provinces like Madras, the Punjab and United Provinces 
resented ’what they considered their excessive initial contributions. 
The contributions were felt to be peculiarly burdensome when the 
Provincial Governments were faced with a scries of heavy deficits 
in place of the comfortable surplu.ses which the Meston Committee 
had envisaged. The revenues assigned to them, such as land 
revenue, were inelastic and inadequate to meet occasional contin- 
gencies or even the expenses of normal devel6pmcnt. There was 
thus an \inceasing clamoui for the abolition of the contributions. 


* It will bo seen that Bihar and Orissa escaped altojjether. 
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The gradual improvement in the finances of the Central Government 
made the extension of some relief possible in 1925-6, when Rs. 2,50 
lakhs, out of a ^otal surplus of Rs. 3,24 lakhs, was utilized to grant 
permanent remissions of contributions to Madras (Rs. 1,26 lakhs), 
United Provinces (Rs. 56 lakhji), the Punjab (Rs. 61 lakhs), and 
Burma (Rs. 7* laichs). In the next budget statement a further sun^ 
of Rs. 1,25 lakhs was remitted in favour of the same Province? 
In 1927-8, the entire amount of the outstanding contributions was 
reipitted and finally relinquished in 1928-^. * ^ " 

§35. Problem of federal finance in India. — The final extinction 
of the Provincial contributions, however, did not end all contrSversy 
regarding the division of revenue between the Central and Provincial 
Governments. The main grievance of the Provinces, esf)ecially of 
the industrial Provinces like Bombay and Bengal, still remained, 
and this was that although its expenditure was comparatively 
stationary, consisting mainly of the cost of the army and the interest 
on the public debt, the Central Government had taken for itself 
sources of revenue like ineonie-tax and customs, which were 
expanding or were capable of <*Kpansion, and left for the Provinces 
iitelastic and stagnant sources like land revenue and excise, 
although the needs of the Provincial Governments were rapidly 
expanding. The land revenue was already too heavy in some 
places and is in any case fixed for long terms. Moreover there is a 
great •disinclination on the part of the people to submit to additional 
increases. And such increases arc becoming more and more difficult 
to make owing to legislative and administrative restrictions being 
imposed on the executive. The excise revenue must also decline, 
as steps were being taken in response to a strong popular demand 
to introduce prohibition.^ In fact the Provinces complained that 
the* process of decline w’as not as fast as they would have liked 
to see it. They hated the very touch of the tainted excise^ revenue, 
but were compelled, on pain of bankruptcy, to clasp it in what, 
until recently, threatened to be an eternal embrace. The forest 
revenue required liberal capital outlay before it could be appreciably 
expanded. Stamps offered the only source of revenue whicJi held 
out a promise of probable increase. The Provinces were responsible 
for nation-building departments such as education, medical relief, 
agriculture, etc., on w’hlch heavy outlay was 'essential. Famine 
expenditure had also been put on the shoulders of* the Provincial 


' * The doctrine of maximum revenue and minimum coiii«uniption is the 
theory generally accepted in the Provinces, but it is not always easy to hit 
off this point with precision, and excise revenue is likely to be reduced not 
merely by prohibition or propaganda, but by smuggling and evasion .’ — Simon 
Commission Report (1030), vol. II, par. 255. 



572 Indian Economics 

G9vernments. The Bombay Legislative Council pointed out in their 
representation to the Government of India in March 1925 that the 
distribution of surplus revenue assigned to the Provinces under the 
Reforms was determined in a haphazard manner and bore no relation 
to the needs of the Provinces or to the total taxation derived from 
•tl^em, and that this haphazard arrangement was* fouhded upon the 
fipplication of federal principles of finance which have not been 
adopted in any other federal Government in the world. 

Adbording to the same body the origin of the whole trouble 
was in the academic insistence by the' framers of the Montagu- 
^Chelihsford Report on the theory of complete federal separation. 
The authors of* the Report urged that if self-government was to 
become a reality, the Provinces should be in a position to calculate 
their resources with ^certainty and to a certain extent be free to 
develop their own taxable capacity. The history^ of federal and 
provincial finance elsewhere, however, shows that an absolutely 
clean cut between Central and Provincial revenues is not 
possible. * ». 

The varying import anc'c of the principal sources of revenue in 
the different Provinces, their unequal expansion in recent yeafs, 
and lastly, the abolition of tho contributions, which at first modified 
the effect of the new allocation of revenue, all served* to emphasize 
Provincial inequalities. Compared with 1912-13, the Punjab budget 
of 1929-30 showed an increase of 154 per cent; that of Madras 
an increase of over 118 per cent; Burma, no per cent; United 
Provinces, Bengal, Bihar and Orissa, increases varying from 88 to 
105 per cent. In Assam the increase was 88 per cent and only 
68 per cent in the Central Provincest.^ 

The fundamental defect of the system, as pointed out by tfie 
Simon Commission Report, was that, while it professed to follow 
the theoretical ideal of federal finance, in practice it left inadequate 
resources to the Provincial Governments w^hich, unlike the units of 
a federal state, did not possess full powers to determine the scale 
and nature of the expenditure of the Central Government. What 
was even morjc surprising was that the Government of India Act 
of 1919 left the residuary powers of taxation in the hands of the 
Central Government. 

While the system gave a bare minimum to the more industrial- 
ized and commercial Provinces from which the Central Government 
collected large amounts of income-tax and customs, it yielded a 
substantial surplus to the agricultural Provinces which produced 
and retained for themselyes a large amount of land revenue. 


' Simon Commission Report, vol. II, par. 259. 
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The Provinces benefited in a very unequal manner from the 
new allocation of revenues, which was arrived at without any attempt 
to establish an* objective standard of fairness. Such an objective 
standard was indeed difficult to adopt because equal efficiency of 
administration does not necessarily involve equal expenditure per 
head. It costs Aore to run a Province with a scattered populatioi^ 
than one which is densely populated; a Province where salary- and 
wage-rates are high, than where they arc low ; a Province twith 
a substantial urban pophilation than* oqp* wIiicH is mainly* rural. 
These considerations, however, did not fully explain the actual 
disparity as regards expenditure per head in the various Produces, 
ranging from ^e. i*8 in Bihar and Orissa and R?5. 2’5 in Bengal 
to Rs. 8*3 in Bombay and Rs. 8*6 in Burma. These figures show 
that the Standard of service rendered by Provincial Governments 
is very much lower in some Provinces than in others. Thus, 
while between 1922-3 and 1929-30 the three agricultural Provinces, 
Madras, Pynjab and the United Provinces, showed an increase in 
the, expc*hditure on transferred services (nation-building services) 
of 86 p)er cent, 82 per cent and 30 per cent respectively, the increase 
in the industrial Provinces of Bombay and Bengal during the same 
period was only 25 per cent and 14 per cent respectively. This 
disparity in •expenditure has become even more noticeable since 
'925-6. 

Indeed as a result of the division of resources in 1920, all the 
Provinces received increased spending power. The benefit, however, 
was very unequally felt, and the abolition of the contributions 
accentuated the disparity in Provincial resources. The p>osition 
when the Simon Commission reported (1930), however, was 
that, while all Provinces were faced with stagnation of revenues, 
futqrc requirements everywhere were almost unlimited. About 
Rs. 40 to 50 crores could well be spent ‘‘withmit extravagance 
and to the great economic advantage of India ’ in the course of 
the next ten years, and the crux of the problem was thus ‘ to 
find further revenues of this order of magnitude and to devise 
a financial plan by which they can be made available to those 
governmental authorities which need them 

Besides arming the Provinces with adequate spending power, 
without which Provincial autonomy is a meaningless phrase, the 
Indian financial problem is largely one of harmonizing the distribu- 
tion of functions with the allocation of the sources of revenue to 
the Provinces and thq Centre respectively. The sources of revenue 
which, from the administrative point of view, fall naturally within 
the sphere of the Provincial Governments, should harmonize so 

^ Simon Commission Report, vol. II, pars. 260-^, and 263. 
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far as Ihcir yield and elasticity is concerned with the functions 
assigned to these Governments, while those which are naturally 
Central sources should accord with the functions ’ of the Central 
Government. The arrangements under the Meston Award were most 
defective from this point of view.^ 

<4 ^ §36. Recent inquiries into the problem of fincihclul relations. — 

The authors of the Montagu-Chelmsford ^Reforms were right in 
pointing out that if self-government was to be a reality in the 
Provirfees, it was htcessary to set up a genuinely federal system^ of 
finance under which there would be a definite division of resources 
betwebn the Centre and the Provinces, and the Provinees would 
be in a position' to calculate their resources with certainty and to 
count upon a steady expansion of their revenues. However, we 
have seen above how the actual plan adopted under the Reforms 
of 1919 failed miserably in achieving this object. - 

(i) Sir Walter Layton, the Financial Assessor of the Simon 
Commission j has dealt with the problem very fully in ^his Report 
to the Commission. His proposals were based on the as'sumptjon 
that a Central surplus of about Rs. 14^ crores would emerge at the 
end of ten years, permitting a substantial re-allocation of revenues 
to the great advantage of the Provinces. He proposed that half 
of the proceeds of the tax on personal incomes together with the 
proceeds of certain excise duties including salt (to be distributed 
on a population basis) should be transferred to the Pro 9 ^inces 
according to a definite schedule and time-table, completing the 
transfer in ten years. 

In order to expand their resources the Provinces were to be 
given the • right to impose new taxes, namely, income-tax on 
agricultural incomes, Provincial surcharge on income-tax, anil 
terminal taxes. c 

In the interests of uniformity, the excise duties were to be imposed 
or varied by the Central Legislature, on the initiative, however, of 
an Inter-Provincial Council consisting of the Finance Ministers of 
the Provinces. A Provincial Fund was to be formed and fed by 
these excises. 

• i 

As the Government of India pointed out in their dispatch of 
1930 on the Simon Commission, the Layton Scheme was conceived 
in a spirit of excessive optimism and, As a matter of fact, its 
forecasts of revenue were woefully falsified by the ensuing 
depression. 

(ii) The Peel Suh-Committee (the Federal Finance Sub-Convnittee) 
of the Round Table Conference (second session, 1931) was concerned 


* Simon Commission Report, vol. II, par. 240. 
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only with laying down the general principles of the financial 

arrangements under the new constitution. 

(iii) The Percy Committee (Federal Finance Committee) was able 

to report in 1932 in a vein of restrained optimism and -to visualize 

the allocation ^of a substantial^ amount of income-tax receipts to 

the Provinces. *It, however, recommended a return in a modified 

form to the old system of Provincial contributions in aid of fhe 

Central Government. . . * 

* • • • • 

• (iv) The Joint Select Committee (193^-4) turned down the idea of 

reviving the* unpopular system of Provincial contributions. This 
Commit^^ee w^s called upon to face the problem of the two new deficit 
Provinces of, Sind and Orissa. Another complication which engaged 
its attention was the unwillingness of the States to allow a 
federal income-tax to be imposed withirt their borders. The 
income-tax would thus benefit the States as members of the 
Federation although it was contributed entirely by the British Indian 
Province??. To avoid this anmnaly, if for no other reason, the Joint. 
Stelect Committee u'as inclined to consider favourably the suggestion 
that the whole of the income-tax yield should be assigned to the 
^Provinces. But the intractable fact to be faced here was that the 
Central Government could not possibly afford this sacrifice. 

^ (v) The* White Paper proposed that taxes on income from 

federal sources should be permanently assigned to the CVntre, and 
a specified percentage — not less than 50 per cent and not more 
than 75 per cent — of the normal taxes on income (except corporation 
tax) should be assigned to the Provinces. But the Federal 
Government was to have the right of retaining an amount to be 
^ fixed for three years, and thereafter to be reduced successively to 
zero over a pc'riod of seven years ; and also the right (to be exercised 
in* emergency) of levying a surcharge oi\ taxe;5 on income and 
raising equivalent contributions from the States. The Joint Select 
Committee did not approve of this idea of a federal surcharge on 
the income-tax, though they endorsed most of the proposals of the 
AVhitc Paper (1933), c.g. the proposal that the Provinces should 
have exclusive power to impose taxes on agricultural incomes, 
that the Federal Government should have the power to allot to the 
Units a share of the yield of salt and excise duties, export duties, 
etc. The Joint Committee, however, preferred to leave the actual 
time-table of transfer of revenues from the Centre to the Provinces 
as ^ell as the percentage of income-tax to be transferred to be 
determined by Ordefs-in-Council at as late a date as possible. 

The influence of all these previous iavestigations and .especially 
of the recommendations of the Joint Select Committee is writ large 
on the financial provisions of the Government of India Act of 1935. 
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§137. Financial provisions in the new constitution. — ^The 
Government of India Act, 1035, contains the following provisions 
on the subject of federal finance under the new constitution: 

* Section J37. Duties in respect of succession to property , other 
than agricultural land, such stamp duties as are mentioned in the 
Ftd/'ral Legislative List, terminal taxes on goodS or passengers 
caVried by railway, or air, and taxes on raihfay fares and freights, 
shall 6e levied and collected by tl^e Federation, but the net proceeds 
in any financial year* of any such duty or tax, except in so far 
as those proceeds represent proceeds attributable to Chief Commis- 
sioners’ Provinces, shall not form part of the Revpnue^ of the 
Federation, but shall be assigned to the Provinces and to the 
Federated States, if any, within which that duty or tax is leviable 
in that year, and shall be distributed among the Provinces and 
those States in accordance with such principles of distribution as 
may be formulated by Act of the Federal Legislature : 

, ‘ Provided that the Federal Legislature may at *liny time 

increase any of the said duties or taxes by a surcharge for Federal 
purposes and the whole proceeds of any such surcharge shall form 
part of the revenues of the Federation. * 

* Section (t) Taxes on income other than agricultural 

income shall be levied and collected by the Federation, but a 
prescribed percentage of the net proceeds in any financial year of 
any such tax, except in so far as those proceeds represent proceeds 
attributable to Chief Comuiissioners’ Provinces or to taxes payable 
in respect of Federal emoluments, shall not form part of the revenues 
of the Federation, but shall be assigned to the Provinces and to 
the Federated States, if any, within which that tax is leviable in 
that year, and shall be distributed among the Provinces and those 
States in such manner as may be prescribed : 

* Provided that — 

(a) the percentage originally prescribed under this sub- 
section shall not be increased by any subsequent 

• Order-in-Coiincil ; 

(h) the Federal Legislature may at any time increase the 
said taxes by a surcharge for Federal purposes and 
the whole proceeds of any stich surcharge shall not 
fofm part of the revenues of the Federation; 

‘ (2) Notwithstanding anything in the preceding sub-section, 
the Federation may retain out of the moneys assigned by® that 
sub-section to Provinces a*. id States — 

* (n) in each year of a prescribed period such sum as may 
be prescribed ; and 
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‘ (b) in each year of a further prescribed period a sum Jess 
than that retained in the preceding* year by an amount, being the 
same amount id each year, so calculated that the sum to be retained 
in the last year of the period will be equal to the amount of each 

such annual reduction : 

^ • 

‘ Provided tTiat — 

(i) neither or the periods originally prescribed sh^Jl be 

reduced. by any subsequent Qrdcr-in-Counoil ; 

(ii) the Governc^r-General in liis discretion may in any 
* year of the second prescribed period direct tbat the 

sum to be retained by the Federation in that year 
shall be the sum retained in the preceding year, 
and that the second prescribed period shall be 
correspondingly extended, but he shall not give any 
such direction except after consultation with such 
representatives of Federal, Provincial and State 
interests as he may think desirable, nor shall he 
give any such direction unless he is satisfied that 
the maintenance of the financial stability of the 

Federal Government requires him so to do. 

» 

‘ (3) Federal Legislature im[X)scs a 

rf^urcharge for Federal purposes under this section, the Act shall 
provide for the payment by each Federated State in which taxes on 
income are not leviable by the Federation of a contribution to the 
revenues of the Federation assessed on such basis as may be 
prescribed with a view to securing that the contribution shall be 
the equivalent, as near as ma^r be, of the net proceeds .which it is 
♦estimated w6uld result from the surcharge if it were leviable in 
that State, and the State shall become liable to pay that contribution 
accordingly. 

* (4) In this section — 

“ taxes on income docs not include a corporation 
tax; “prescribed” means prescribed by His Majesty- 
in-Council ; and 

“ Federal emoluments ” includes all eqioluments and 
pensions payable out of the revenues of the Federation 
or of the Federal Railway Authority in respect of 
which income-tax is chargeable. 

‘ Section (i) Corporation tax shall not be levied by the 

Federation in any Federated State until ten years have elapsed 
from the establishment of the Federatioim 

• (2) Any Federal law providing for the levying of corporation 
► tax shall contain provisions enabling the Ruler of any Federated 

37 
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Sta^e in which the tax would otherwise be leviable to elect that 
the tax shall not be levied in the State, but that in lieu thereof 
there shall be paid by the State to the revenues of the Federation 
a contribution as near as may be equivalent to the net proceeds 
which it is estimated would result From the tax if it were levied in 
the State. 

** ‘ (3) Where the Ruler of a State so vslects as aforesaid, the 

offiedrs of the Federation shall not call for any information or 
returns from any corporation in the Slate, but it shall be the dyty 
of the Ruler thereof to cause to be supplied to the Auditor-General 
Qf Inctia such information as the Auditor-General may reasonably 
require to enable the amount of any such contribution to be 
determined. 

* If the Ruler of. a State is dissatisfied with the determination 
as to the amount of the contribution payable by his State in any 
financial year, he may appeal to the Federal Court, and if he 
establishes to the satisfaction of that Court that tke amount 
determined is excessive, the Court shall reduce^ the amount accord- 
ingly and no appeal shall lie from the decision of the Court on 
the appeal. ‘ 

* Section 140. (1) Duties on salt, Federal duties of excise and 

export duties shall be levied and collected by the Federation, but, 
if an Act of the Federal Legislature so provides, there shall be 
paid out of the revenues of the Federation to the Provinces abd to 
the Federated States, if any, to which the Act imposing the duty 
extends, sums equivalent to the w^hole or any part of the net 
proceeds of that duty, and those sums shall be distributed among 
the Provinces and those States in accordance with such principles 
of distribution as may be formulated by the Act. 

‘ (2) Notwithstanding anything in the preceding sub-section, 
one-half, ,or such* greater proportion as His Majesty-in-Council may 
determine, of the net proceeds in each year of any export duty on 
jute or jute products shall not form part of the revenues of the 
Federation, but shall be assigned to the Provinces or Federated 
States In whinb jute is grown in proportion to the respective 
amounts of jut;q grown therein. 

Section j*/r. (i) No Bill or amendment which imposes or varies 

any tax or duly in which Provinces are interested or which varies 
the meaning of ‘the expression “ agricultural income ** as defined for 
the purposes of the enactments relating to Indian income-tay, or 
which affects the principles on which under any of the foregoing 
provisions moneys are or may be distributable to Provinces or 
States, or which imposes any such federal surcharge as is mentioned 
in the foregoing provisions, shall be introduced or moved in either 
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Chamber ^of the Federal Legislature except with the prewous 
sanction of the Governor-General in his discretion. 

* (2) The* Governor-General shall not give his sanction to the 
introduction of any Bill or the moving of any amendment imposing 
in any year any such Federal surcharge as aforesaid unless he is 
satisfied thaf all* practicable economies and all J>racticablc measures 
for otherwise increasing the proceeds of Federal taxation or the 
portion thereof retainable by the Federation would not restilt in 
the balancing of Federal receipts and expenditure on Vevenue 
account in that year. 

‘ (3J In ^ this section the expression “tax or duty in which 
Provinces arje interested “ means — 

‘ (a) a tax or duty the whole or part of the net proceeds 
whereof are assigned to any Province; or • 

‘ (h) a tax or duty by reference to the net proceeds whereof 
sums are for the time being payable out of the revenues of the 
Federatioil to any Provinces. 

• * Section 142. Such sums as may, be prescribed by His Majesty- 
in-Council shall be charged on the revenues of the Federation in 
each year as grants in aid of the revenues of such Provinces as 
His Majesty may determine to be in 'need of assistance, and different 
^ sums may 6 e prescribed for different Provinces : 

• Provided that, except in the case of the North-West 
Frontier Province, no grant fixed under this section shall be 
increased l)y a subsequent Order, unless an address has been 
presented to the Governor-General by both Chambers of the 
Federal Legislature for submission to His Majesty praying that 

Jthe increase may be made. 

* Section 14J. (i) Nothing in the foregoing provisions of this 

chapter affects any duties or taxes levied in any Federated State 
otherwise than by virtue of an Act of the Federal Legislature 
applying to the State. 

‘ (2) Any taxes, duties, cesses or fees which, immediately 
before the operation of this Act, were being laivfully levied by 
any Provincial Government, municipality or other* local authority 
or body for the purposes of the Province, municipality, district or 
other local area under a law in force on the fi/st day of January, 
nineteen hundred and t&irty-five, may, notwithstanding that those 
taxes, duties, cesses or fees are mentioned in the Federal Legislative 
List? continue to be levied and to be applied to the same purposes 
until provision to thfe contrary is made by the Federal Legislature. 

* Section 144. (i) In the foregoing »provisions of thi® chapter 

“ net proceeds “ means in relation to any tax 01^ duty the proceeds 
thereof reduced by the cost of collection, and for the purposes of 
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tho^ provisions the net proceeds of any tax or duty, or of any 
part of any tax or duty, in or attributable to any area shall be 
ascertained and certified by the Auditor-General of India, whose 
certificate shall be final. 

‘ ( 2 ) Subject as aforesaid, and" to any other express provision 
irt' this connexion, .'in Act of the Federal Leg-islaturc may, in any 
cAsc where under this Act the proceeds of* any duty or tax are, 
or m&y be, assigned to any Province or State, or a contribution 

t ' I ^ ' • 

is, or may be, made to the revenues of the Federation by aoy 
State, provide for the manner in which the proceeds of any 
duty or tax and the amount of any contribution are to be calculated, 
for the times in each year and the manner at and ip which any 
payments are to be made, for the making of adjustments between 
one financial year and another, and for any other incidental or 
ancillary matters. * 

It will be noticed that while duties and taxes may be levied 
,and collected by one authority, the proceeds may be allocated wholly 
or in part to others. It may therefore be usqful to arrange the 
financial subjects according to whether they are under the legislative 
control of the Federal Government or of the Units. ^ *■ 

The Federal Legislative lis1> comprises the following subjects: 
Duties of customs, including export duties; duties of excise on 
tobacco and other goods manufactured or produced in India except 
(i) alcoholic liquors for human consumption; (ii) opium, Indian Hemp 
and other narcotic drugs and narcotics; non-narcotic drugs; (lii) 
medicinal and toilet preparations containing alcohol or any substance 
included in (ii) ; Corporation tax; salt; taxes on income other 
than agricultural income; taxes cm the capital value o^ the assets, 
exclusive of agricultural land, of individuals and companies; taxes 
on the c'apital of companies; duties in respect of succession ito 
property other than agricultural land; the rates of stamp duty in 
respect of bills of exchange, cheques, promissory notes, bills of 
lading, letters of credit, policies of insurance, proxies and receipts; 
terminal taxes orn goods and passengers carried by railway or 
air; taxes on r^yway fares and freights. 

The Provincial Legislative list includes the following subjects: 
Land revenue, including the assessment and collection of revenue; 
duties of excise on the following goods manufactured or produced 
in the Province find countervailing duties at the same or lower rates 
on similar goods manufactured or produced elsewhere in India: 

(ij alcoholic liquors for human consumption; (ii) .opium, Indian Jiemp 
and othej narcotic drugs *and narcotics ; non-narcotic drugs ; (iii) 


^ See J. P, Eddy and F. H. Lawton, Indians New Constitution, pp. 133-5. 
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medicinal and toilet preparations containing* alcohol or any substance 
included hi (ii); taxes on agricultural income; taxes on lands and 
buildings, hearths and windows; duties in respect of succession to 
agricultural land; taxes on mineral rights subject to any limitations 
imposed by any Act of the Federal Legislature relating to mineral 
developmentif c&pitation taxes; taxes on professions, trades, callings 
and employments; tax^s on animals and boats; taxes on the sale^f 
goods and advertisements; cesses on the entry of goods igito a 
local area ; taxes on Mxuries, indiftding* taxos* on entertakiments, 
amusements, betting and gambling; the rates of stamp duty in 
respect of documents other than those specified in the provisions 
of the Fcdefal Legislative List with regard trt rates of stamp 
duty; dues on passengers and goods carried on inland waterways; 
tolls; feOs in respect of any of the matters in this list, but not 
including fees taken in any Court.' 

§38. Financial inquiry by Sir Otto Niemeyer. — ^I'he Secretary 
of State .appointed Sir Otto Niemeyer to conduct the financial 
inquiry* contemplated under sections 138, 140 and 142 of the* 
Government of India Act (^ee §37 ‘above). Sir Otto arrived in 
Jndia in the middle of January 1936 and, after about three months' 
study of the material submitted Jto his examination, presented 
his Report,# which was published on 30 April 1936. The Report 
* indicated that it was possible to introduce Provincial Autonomy 
by April 1937, and the Federation about a year later. Sir Otto 
Niemeyer , states that the budgetary prospects of India, ‘ given 
prudent management of her finances, justify the view that adequate 
arrangements can be made step by step to meet the financial 
implications of the new constitution (Sec §41 below.) 

• §39. Main recommendations of the Niemeyer Report. — ^The 

ceptral recommendation made by Sir Otto Niemeyer relates to the 
assignment of a fifty per cent share of 'the income-tax to the 
Provinces by the Centre. Sir Otto calculates the income-tax to 
yield Rs. 12 crorcs a year (exclusive of the tax collected in Burma, 
which is separated from British India under the new constitution). 
Half of this (Rs. 6 crorcs) is assignable to the Provinces,, but will 
be retained by the Centre for the first five years, (luring which the 
Centre should consolidate its position. In the course of the ncx*^ 
five years, by six equal »teps beginning from the* sixth year from the 
introduction of provincial autonomy, but subject to Section 138(2) 

* The Finance Ministers’ Conference held at Delhi in January 1938 devoted 
much of its time to discussion of the sphere ot Central and Provincial taxation. 

It was generally agreed that there was overlapping and that the position 
under the Government of India Act was obscure and might involve challenges 
in the Federal Court. 
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of the Government of India Act (1935), this revenue is to be 
made available to the Provinces gradually, so that ‘after ten 
years the Provinces will be in the enjoyment of their full share 
of the income-tax. The income-tax is not to be thus relinquished^ 
however, so long as the portion of the distributable sum remaining 
Ayith the Centre together with atiy contribution ' from Railways 
aggregates to less than Rs. 13 crores. . 

§40. Assistance to Provinces. — Sir Otto Niemeyer proposes 
immedifite assistance' from* .the ‘beginning of provincial autonomy ^o 
certain provinces, partly in the form of cAsh subventions, partly in 
the fotm of cancellation of the net (i.e. after offsetting certain 
balances) debt incurred prior to 1 April 1936, and 'partly in the 
form ol the distribution of a further 12 J per cent of the jute tax. 
In the oases of Bengal, Bihar, Assam, the North-West* Frontier 
Province and Orissa, the entire net debt is cancelled, and in the 
case of the Central Provinces, all pre-1936 deficit debt plus 
approximately two crores of pre-1921 debt. i 

Annual cash subventions are as follows: United Provinces 

* • 

lakhs for 5 years only; Assam 30 lakhs; Orissa 40 lakhs; North- 
West Frontier Province 100 lakhs subject to reconsideration after 5 
years; Sind 105 lakhs to be reduced by stages after 10 years. 

The total approximate annual relief in lakhs aimed at by Sir 
Otto Niemeyer is as follows: Bengal 75; Bihar 25; Central* 
Provinces 15; Assam 45; North-West Frontier Province ‘no; 
Orissa 50; Sind 105; United Provinces 25. The extra recurrent cost 
to the centre is Rs. 1,92 lakhs. 

Orissa is to get a further non-recurrent grant of Rs. 19 lakhs 
and Sind of Rs. 5 lakhs. 

Provincial share of income-tax , — ^The percentage division of the 
distributable jjortion of the income-tax between the Provinces is«as 
follows : , 

Madras 15; Bombay 20; Bengal 20; United Provinces 15; the 
Punjab 8; Bihar 10; Central Provinces 5; Assam 2; North-West 
Frontier Province i; Orissa 2; and Sind 2. 

Sir Otto Niqijieyer states that substantial justice will be done by 
fixing the scalp of distribution partly on residence and partly on 
* population, paying to neither factor a rigidly pedantic deference, for 
which the actual data provide insufficient JVistification. 

§41. Principles of settlement. — ^The following are salient ex- 
tracts from the Report : ‘ Throughout the discussions leading up to 
the Government of India Act, it has been recognized that at the 
inauguration of provincials. autonomy, each of the Provinces should 
be so equipped as to enjoy a reasonable prospect of maintaining 
financial equilibrium and, in particular, that the chronic state of 
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deficit into which some of them had fallen should be brought to an 
end. My first object has accordingly been to examine the present 
and prospective financial position of the Provinces and to determine 
the extent to which special assistance would be needed in order to 
achieyc the above aim. Next, it is necessary to consider how far 
the Central Government is in a position to render such assislang^ 
w'ithoiit jeopardizing itc own solvency. Finally, I have had to look 
further into the future and to suggest to what extent and when it 
may be possible for the Centre to place additional resources^ at the 
disposal of the Provinces out of the proceeds of the taxes on 
income. 

* i 

‘From the Provincial point of view, the desirability of attaining 
this final result is undeniable and the only question (though in 
itself a difficult question) is to determine an equitable basis of 
distribution. From the Central point of view, on the other hand, 
it is clear that the jinancial stability and credit of India as a whole 
must remain the paramount consideration. Moreover, this is as 
essential to the Provinces and to the success of Provincial autonomy 
as it is to the Centre itself. Throughout my recommendations, I 
have kept the stability of the Central finances continuously in mind. 
Expenditure at the Centre cannot ‘be expected, consistently with 
^safety, to decrease much below the point to which it has now been 
reduced. There may be future savings on debt conversions but 
so far as they remain with the general budget, they hardly seem 
likely to do more than assist in reinstating a more adequate contri- 
bution^ to debt redemption than the present reduced figure of 3 
crores. It is, however, at least unnecessary to contemplate any 
serious increase in the total expenditure unless the railway budget, 
contrary to expectation, fails to improve. 

' ‘ Expenditure in the Provinces could obviously be increased with 
advantage on many heads. This is a question of degree and 
opportunity. Some expansion in fact took place even with the 
existing Provincial resources, especially in the years before the 
slump when many Provinces were able, for instance, to increase 
substantially their expenditure on education. may mow be 
anticipated from the recovery of Provincial revenues, not all of 
which are or need be static, Neverthele.ss, the allocation at an. 
early date of a share in' taxes on income under Section 138 of the 
Government of India Act constitutes, for many Provinces, the main 
hope for the future expansion. 

‘ On a general review of the existing tendencies, I should con- 
clude that the budgetary prospects of In^ia, given prudent manage- 
ment of her finances, justify the view that adequate arrangements 
can be made step by step to meet the financial implications of the 
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new constitution. A change of constitutional and administrative 
arrSingements cannot of course in a moment alter the general 
financial position or enable all conceivable financial desires to be 
met, but I see no reason why a cautious but steady advance^ should 
not be achieved. 

^ §42. Claims of* Provinces. — (i)‘* I turn now more particularly to 

tjie prior question. The present position of«the Provinces and their 
contiiastcd positions inter se, both of which fall under the objective 
of starting the Provinces op the* occasion of autonomy on “ an even 
keel Various matters arise in this condexion. How far in actual 
fact i^ each Province now solvent and likely to remain solvent? 
This is a matter Vhich cannot be judged on the posiliqn in one year 
only. IJow far, whatever may be its present position, has a 
Province administered, its affairs, whether in taxation or in expen- 
diture, with adequate firmness and how far has this of that Province, 
for whatever reason, been financially neglected in the past and 
thereby condemned to a lot from which others have escaped? It 
is obviously impossible to reconcile all the conflicting views jmd 
arguments on these issues. The recommendations I shall make 
represent, in my belief, an equitable settlement as between the 
various contestants and will, I* hope, be .accepted on that basis. I 
would only add here that in any country of the size of India there^ 
must inevitably be substantial differences in the standard of 
administrative needs and possibilities just as there arc in other areas 
of the same size in the rest of the world or, for that matter, even 
in smaller units. , 

* It is obvious, as the Percy Committee said, that special 

assistance to certain Provinces wdiich,* whatever precise form it takes^ 
ran only be given at the cost of the Central revenues, operate to 
delay pro tanlo the general transfer to all Provinces of their shhre 
of the t/ixes on income. This consideration cannot be absent 
from the mind of anyone endeavouring to deal fairly with the whole 
problem and sets one limit to the amount of prior readjustment 
which can reasonably be admitted. At the same lime, it is equally 
clear that sorng. Provinces arc intrinsically better off than others 
and at the mqment l(‘ss urgently in need of additional resources; 
and it is both fair and inevitable that a certain measure of correction 
should be applied, even if it means that Provinces which have been 
able to attain higher standards of administration should now, to 
some slight extent, have to progress more slowly. . • 

* Certain further general comments may be- made. Bombay has 
just received an annual ];elief to the extent of approximately 90 
lakhs from the separation of Sind; Madras and Bihar approximately 
20 lakhs and 8 lakhs respectively from the separation of Orissa. 
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Madras, Bombay and the Punjab have certainly not the Iqwest 
administtlative standards in India. Beng^al is clearly on a low 
standard, whHe Bihar and Orissa has been generally recognized as 
the poorest Province in India. To a less extent, similar considera- 
tions apply to the Central Provinces. The position of the United 
Provinces iS so -far peculiar that while its ulliitiate future gives, loss 
reason for anxiety, its immediate difficulties arc considerable. * 

(ii) Sind . — ‘Sind and Orissa, *as newly instituted Province^, have 
special problems of their own. The •future of Sind and of the 
subvention as pait of S^nd finances is inseparably bound up with 
the finaijcial ^future of the Lloyd Barrage. In all^ the circumstanoes 
and bearing, in mind the necessarily conjectural nature of estimates 
for a period stretching so far into the future, I recommend that 
the Sind subvention should remain at log lakhs for a period of 
10 years (i.c. till 1046-7 inclusive) and should then be diminished 
by 25 lakhs a year for 20 years, by 40 lakhs a >ear, for the next 
5 years, l3y 45 lakhs a year for the next succeeding 5 years, and. 
thereafter until the whole Barrage debt is repaid, by 50 lakhs a 
year. When the debt has been repaid, i c. in about 40 years from 

"funding in 1942, any remaining portion of the subvention will, of 
course, in any event cease. • 

(iii) Orissa . — ‘ It is impossible to ignore the fact that the existing 
standard of expenditure in Orissa is extremely low’ and the scope 
for ‘expansion in the Prov^incc’s own resources in the early future 
is unusually limited as against the provision of 40J lakhs in 1936-7 
for recurrent Orissa expenditure. It is therefore necessary to 
contemplate a somcwdiat higher normal scale of assistance. The 

^ total assistance which I propose should be given to Orissa is about 
57 lakhs in the first year, 53 lakhs a year in the next four years 
aftd, thereafter, 50 lakhs a year. 

(iv) Assam . — ‘ Assam has been universally recognized <is a deficit 
Province and must undoubtedly receive assistance. The measure 
of the assistance depends partly on the prospective revenue of Assam 
allowing for a very moderate amount of continued recovery and 
partly on the degree to wdiich the existing Pnwincial deficit (47 
lakhs in 1935-6) can be regarded as having been unavoidable 
(cither as regards expenditure or taxation). j\llow^ance has further 
to bo made for the cost of provincial autonomy and for certain 
adjustments of expenditure with the Centre, including the cost of 
the. Assam Rifles, hitherto mainly borne by the Central Government. 
At pjiescnt the Central Government pays 12 lakhs per annum towards 
the total cost of the Assam Rifles (15 lakhs). In future tjie Central 
Government will in any case pay the cost of the Manipur Battalion 
{approximately 3 lakhs). The Central Government now proposes to 
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bear, 7 lakhs of the corst of the remaining Assam force and to treat 
this payment separately from any assistance for Provincial needs 
proper. I think this is an equitable arrangement. 

(v) North-West Frontier Province , — ‘The North-West Frontier 
Province, which has since 1932 received an annual subvention of i 
CMC from the Central Government, is so far in a* special position 
thtit Section 142 of the Government of India Act permits an increase 
in its ^subvention at any t;me without an address from the Federal 
Legislature. It is however* desirable, both from the point of view 
of the Prorvince and from that of the Central Government, that 
the subvention should be fixed for a certain period of ,yearp. After 
examining the past and prospective budgetary position of the 
Province, my recommendation is that the existing subsi^dy of i 
crorc should be supplemented by approximately 10 lakhs per annum. 
In so far as this assistance may take the form of' a subvention 
under Section 142, it should be fixed for a period. of five years which 
. should be subject to revision in the light of the thed existing 
circumstances. , . • 

§43. The Central Government’s position. — ‘ Can the Centre 
support such an additional demand? Apart from this sum of nearly* 
two crores per annum, concurrently with the inauguration of 
provincial autonomy, Burma will be separated from InJia at a net ^ 
loss to the Central revenues now estimated by the Government of 
India at about 2J crores. These two items together clearly would 
present a budgetary problem of some magnitude if they had to be 
faced in 1937-8, at one blow and so soon, from the normal resources 
of a single financial year. Thereafter, owing to the expansion in 
the Central 'resources which may with confidence be -anticipated,^ 
they need occasion no special difficulty. Thanks> however, to the 
Reserve Fund of about ^ crores which is being constituted out of the 
anticipated surplus of the year i<)35-6, I see no reason why the 
grant of these additional resources to the Provinces should not 
commence in 1937-8. 

‘ In so concluding, I should be lacking in frankness if I did not 
make it Clear that the scope in the next few years for the relaxation 
of revenue burdens is likely to be extremely small unless economic 
improvement takes place at a rate well in excess of what can now 
safely be assumed. I have, however, felt it right to assume 
that the establishment of provincial autonomy must be regarded 
as an objective to which the Government of India will give 
special consideration in assessing the relative order of its financial 
aims. 

‘ From the financial point of view, I conclude that His Majesty’s 
Government may safely propose to Parliament that Part III of the 
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Government of India Act 1935 (Provincial Aulanom>) should be 
brought into operation a year hence. 

§44. Claim of Jute Provinces. — ‘ The claim of the jute-producing 
Provinces to the whole or part of the jute export duty has already 
been recognized to the extent of 50 per cent by the Government 
of India Act. In my opinion, it is doubtful whether the argui?jie.nt 
that the incidence of this particular duty falls wholly on the producer 
can be maintained. No concrete statistical proof of this contention 
hjLs been produced and, even if such proof could be produced for 
a specific date, it may be doubted whether it would be valid in all 
the circumstances of a changing market. Further, even if the 
argument were completely substantial, it would not be conclusive 
on the questiom whether or not the community as a whole in India 

was entitled to tap this source of revenue ^as it must in fact tap 

other sources of revenue of unequal provenance among the different 
parts of India. No source of revenue, whether custoips, excise or 
income-tax, can in fact in any country be derived equally from all, 
piirts ot the country alike, rich and poor, agricultural or industrial. 
In so far as a claim may be put forward on the ground that the 
taxable capacity of Bengal is limited by the incidence of this duty, 
that is a claim not so much to this particular duty as to financial 

assistance generally. It is part in fact of the case for a share in 

taxes on income or for such prior special treatment as it is the 
obje<I:t of my present recommendations to secure. It may be thought 
that whatever validity there may be in the economic argument has 
already been met by the surrender to the Provinces concerned of 
50 per cent of the net produce of the duty. It will, however, be 
convenient that part of the assistance I contemplate should take 
the form of an increase in this figure and therefore I recommend 
that the percentage should be increased under Section 140 (2) of 
the Act to 62^ on the estimated gross yield of the duty, in 1936-7 
at 380 lakhs. This increase of i2| per cent would mean in round 
figures the following additions to the resources of the Provinces 
concerned at a corresponding cost to the Central Government: 
Bengal 42 lakhs; Bihar 2} lakhs; Assam 2^ lakhs; and Orissa 
rather over J lakh. • 

‘ Apart from the separation of Burma and, this provision of 2 
crones* assistance for tie Provinces which I have already recom- 
mended, the additional cost of the new federal institutions (probably 
sonoething over half a crore) may be imminent, and provision may 
have be made for financial adjustments in respect of the States 
under Section 147 of the Act, at a neti ultimate annual acost now 
estimated at rather more than half a crore, though the full annual 
charge on this latter account will presumably not fall to be met 
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in the early years. If, however, there is bound to be delay, the 
Provinces will no doubt recollect that they will be receiving from 
the Centre the amounts proposed above, in addition to what certain 
of them have already been receiving from the jute export duty and 
about Rs. crorcs per annum for ‘roads as well as certain grants 
crores) for rural purposes. ‘Some of them bdve*also received 
substantial assistance through being relievecl of deficit areas. 

§45. Burden of income-tax. — * I wish to add two comments on 
these lecommcndations. 'After 'the abolitfon of the tax on tjie 
smaller incomes and the two successive? reductions, in the rates 
imposed in i 03 i» the rates of income-tax and super-tax in India, 
esj>ecinlly on the 'higher incomes, are by no means excessive. The 
general •scheme of Indian taxation (Central and Provincial) operates 
to relieve the wealthier commercial classes to an extent 'which is 
unusual in taxation schemes, and there would bo no justifiable 
ground of complaint if a slight correction of this anomaly were 
maintained. The assignment of taxes on income is the main method 
of assisting Provincial finances contemplated by the Goverriment .of 
India Act, and if the rema'ming surcharge were maintained, it 
would materially contribute to the early receipt by the Provinccc 
of additional resources.^ ^ 

§46. Basis of distribution of income-tax. — ‘ Naturally each 
Province advocates the basis of division (population, residence* 
etc.), which gives it the largest dividend. It cannot be said* that 
any of the proposed bases have any particular scientific validity, 
or satisfy, in any appreciable degree, the ideal but practically 
unasccrtainablc test of capacity to pay. 

* The mere accident of place of collection, as has frequently been 
pointed out in previous discussions of this subject, is clearly ad 
unsuitable guide. The residence of the individual, though it njay 
be a convenient and practical dividing line for purposes of avoiding 
double taxation between separate political units, is not in itself a 
very scientific criterion, particularly in a Federation, and, in fact in 
India, gives results (of necessity partly estimated) too suspiciously 
near thqse of collection to inspire much confidence. 

* Finally, even supposing it were practicable to ascertain to what 
part of India particular fractions of income (and. therefore the 
incidence of the tax'ation burden) properly adhere, it is still arguable 
that in a Federation other considerations are also involved, parti- 
cularly if the benefits and incidence of other forms of conirnon 
taxation arc unequally divided as between the^ various partner's.’ 

' We Have already indicated Sir Otto Niemeyer*s views on the position 
of railways and his plea for a thoroughgoing overhaul of railway expenditure. 
See ch. v, §16. 
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§47. The Niemeyer Report adopted.— As was to be expected, 
the publication of the Niemeyer Report raised an almost universal 
stornl of protest in India. All the Provinces, except the Central 
Provinces, as a matter of course attacked the Niemeyer plan and 
complained about iheir treatment in lengthy dispatches addressed 
to the Secretary of State. The Government of India also senjt 'a 
dispatch to the samo* authority summing^ up their views. The 
Provincial representations in reg'ar^i to the Niemeyer Award picsent 
a •‘rowdy scramble. Each Province is inevitably convinced of the 
strength of its own claims and demands greater assistance from the 
Centre. Above the clamour of the Provinces the Government pf 
India’s dispatch shows how straitened its resources are bound to 
be by what it regards as the exceedingly, if not exclusively, 
generous help given by the Niemeyer plan to the Provinces.^ The 
Provincial comments arc reviewed in the following section. Lord 
Zetland in a dispatch (dated 20 May 1936) conveying to the Govern- 
ment of India the final judgement of His Majesty’s Government 
upon the Niemeyer Report and the representations made by the 
Provincial Governments and the Government of India on that Report, 
Says that he entirely accepts Sir Otto Niemeyer’s conclusions and 
adds, * It is my considered view that he (Sir Otto Niemeyer) has 
achieved as equitable a settlement between the various contestants 
as the case allows ’• The Secretary of State and the Government 
of India thus regard Sir Otto’s Report as in the nature of a 
quasi-arbitral award. The dispatch declares that such a nicely 
planned scheme could not properly be disturbed except for the 
strongest reasons. In the same dispatch the Secretary of State 
proposed i April 1937 as the date for the commencement of provincial 
autonomy. Accordingly Orders-in-Council were issued on 27 May 
19^6, relating to the distribution of the revenues and the com- 
mencement of provincial autonomy. The Order-in-Council relating 
to the distribution of the revenues reproduces the Niemeyer Award 
without alteration. The latter thus became a fait accompli. The 
Orders-in-Council were placed before Parliament on 12 June 
1936. 

§48. Some comments on the Niemeyer Award.— The Taxation 
Enquiry Committee were asked fourteen years ago to prepare 
a theoretically correct scheme of distribution of taxes between the 
Centre and the Provinces. They pointed out, however, that there 
was no such thing as a theoretically perfect scheme. A study of 
the financial systems adopted in the different federations would 
show how little pure theory has to do with the actual arrangements 


* See The Times of India, 28 June 1036. 
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adopted in them, 'which have been determined mainly by the special 
circumstances attending the formation of each federation. Facts 
as they exist at the moment have to be reckoned * with and will 
influence decisions more than dogma. Sir Otto Niemeyer’s recom- 
mendations are characterized by a spirit of realism and practicalness 
rather scant regard for theory as such. This aftitude comes 
out clearly whether we consider Sir Otto’s treatment of the question 
of siibvcntions or expert duties or the distribution of the proceeds 
of the income-tax. ‘ The recommendations represent a compromise 
between a number of conflicting aims and view-points and it is 
therefore not surprising that hardly any of the interested parties 
feel completely satisfied with them. In fact, it is suggested as a 
fairly reliable lest of the soundness of such arbitral awards that 
all the parties concerned should regard them with mild dissatis- 
faction. The dissatisfaction with the Niemeyer Repdrt is universal, 
and friendly critics plead that none of the contestants is acutely 
dissatisfied and that the Report does hold out a reasonab?e prospect 
of financial equilibrium both at the Centre and in the Units. 

§49. Provincial grievances. — ^As was to be expected, some of the 
beneficiaries from the subventions complained that they had been 
treated in a niggardly fashion • when compared with others. Thus 
Orissa feels aggrieved that whereas the subvention in its case is 
only Rs. 50 lakhs, it is Rs. 105 lakhs in the case of Sind. It is 
also complained that since the distribution of benefits has been 
governed by considerations of the actual needs of every Province 
rather than its deserts, the assignment of revenues to the Prpvinces 
is arbitrary and unjust. Those Provinces which have regulated 
their finances with economy and ability have come off worse than 
the spendthrift and incompetent Provinces. Bombay, for example, 
is aggrieved because due regard has not been paid to Yhe 
years of .painful thrift she Avas forced to practice as a result of 
the inequitable Meston Award. She bases her claim for a larger 
share of the income-tax on the additional ground that more than 
25 per cent of the income-tax is realized in Bombay, and Bombay 
has to 'provide. * for many costly services for the benefit of her 
industrial population. Bombay further deplores that the distribution 
of the income-tax ^ relief has been made entirely dependent upon 
the successful running of railways, and presses for the cancellation 
of the fictitious debt created in respect of unproductive irrigation 
works, financed from revenue and not from loans. The Govern- 
ment of Bombay protest that the relief to Bombay from separation 
from Si^d is exaggerated. It is also argued on her l^ehalf that 
if Bengal is to benefit from the jute export duty, she ought to 
benefit from the cotton duties. Similarly Madras feels she is 
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entitled to more because, c.g*., even on a population basis she should 
jjet some1:hing like 24 per cent of the income-tax instead o^ the 
20 per cent that is recommended. The Madras Government contrast 
Provinces like Bengal which have taken least care in balancing 
their budgets with themselves, * and complain that Bombay gets too 
big a share of the income-ta3t. Bihar puts .in its claim as tjic 
poorest Province and ^wishes that the basis of distribution shoi^ld 
be a population one. The Punjab complains that too much has been 
ryade of the relief secured by her through the separation of the North- 
West Frontier Province* many years ago and that the gratuitous 
assumption has been made that if the Frontier ProviiA^e had 
continued as a division of the Punjab, it would still have remained as 
a serious burden to the parent Province. The Punjab fears that 
under the Niemeyer recommendations, its receipts from the Centre 
will be less than they were in 1036 by about Rs. 5 lakhs per year, 
rhe United Provinces casts envious eyes a1 ‘the big slices given 
to Bengal and Bombay ' and urges that it ought to gfet more help 
f^jom the Centre as well, at the expense of the industrial Provinces.’ 

To all these colnplaints we fancy' that Sir Otto would reply by 
•pointing out that the arguments on which the Provinces base their 
claims arc theoretically unsound. ,In dealing with the supposed 
rights to income-tax in relation to population or place of origin and 
with the question of the jute export duties, the Report hints at 
the theoretical weakness of some of the usual arguments advanced 
in these connexions. 

Sir Otto would perhaps also further point out that so long as 
the partners in the new political experiment arc assured of solid 
advantages from the Federation it would be unwise qn their part 
^o insist on meticulous equality or strict distributive justice. 

, It may be that in the past some of the Provinces have been 
guilty of improvidence and extravagance. * Nevertheless all must 
now be made to start oven as far as possible, and ideas of 
retributive justice are wholly out of place. 

The Provinces which have ordered their affairs with care and 
economy must seek consolation in the reflexion that at least in the 
future they will be allowed to enjoy the full benefit from their thrift 
and wise management and that virtue will at last be rewarded. 

It is not suggested 'that some of the Provincial grievances arc 
not well-founded and remediable. But it is almost impossible to 
make out an unanswerable case for revision. It is so easy to meet 
one spt of cliches by another equally respectable I 

One obvious fact which should be remembered is that to give 
more to one party means giving less to the others, that is the bther 
Provinces or the Centre, and the need of the latter may be more 
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urgent or it may be for the common interests of the nation that it 
should bo adequately met. 

§50. Central needs. — It is most important that the Provinces 
should be armed with adequate spending power for the ^service 
of the nation-building departments and it is perfectly true that the 
nc/'cls of the Central Government are comparatively speaking 
stationary and its resources may also be stationary. At the same 
time Sir Otto Niemeyer is right in insisting upon the stability and 
adequacy of Central* finances as a fundamental necessity. The 
Centre must have enough money for its essential all-India purposes 
such as maintaining the credit of the country, defending the country 
from external aggression and internal commotions. Jt must also 
be remembered that without complete assurance of Central solvency 
the Indian States would be averse to joining the Federation, that 
under the new regime the Central Government will be required to 
incur a certain amount of extra expenditure, e.g. in connexion with 
the establishment of the Federal Court, that some of its resources 
are no longer so reliable as they used to be,^ and lastly that although 
relatively to the Units its functions will always be narrow, they 
are likely to be wider in an absolute sense owing to the closer 
contact with the Provinces which modern improvements in com- 
munication have made possible and the modern bias ill favour of 
state intervention and central direction. 

As Sir James Grigg pointed out in his 1938 Budget Statement, 
the Central Government !ias relinquished more than Rs. 20 crores 
of revenue to the Provinces since the War. Moreover in following 
a protective policy to the extent that has been done the Central 
Government has not found it easy to make up losses dup to reduced 
import duty receipts. 

The military and naval expenditure also may increase, however 
much we may deplore such a development, owing to untoward 
international developments which are threatening the world. To 
admit this as a possibility or even a probability, however, is not to 
accept as authoritative Sir Otto Niemeyer ’s opinion that it is not 
possible-f-even under existing conditions apart from any extra- 
ordinary developments — ^to reduce the present military expenditure. 
So far as this question is concerned our discussion of it above 
(see §19) stands unaffected by Sir Otto’s obiter dictum. We call 
it an obiter dictum because military expenditure was not a subject 
into which Sir Otto was called upon specially to inquire, nofrcan 
he claim any expert authority for his views on it. He* must 
merely be regarded as having taken the official assurances on the 

* For example, customs are likely to yield less because of the depression 
and the policy of protection, and the railways are an uncertain factor. 
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matter at their face value and having (quite rightly) decided to err 
on the side of safety in assuming that no further reduction cf the 
present expenditure was passible. 

Similarly Sir Otto's justification of the surcharges on customs 
and income-tax and the endorsement of the same by the Secretary of 
State are not hkely to be accepted without question in view of the 
Government's solemn pledge about their removal. The genei*al 
scheme of Indian taxation may be in favour of the wealthier classes 
as stated by Sir Otto, but the retention of the surcharges will not 
Be accepted as a suitable correction of this anomaly because they 
are felt to press with undue severity on classes of people who 
deserve sympathy and relief. 

^51. Concluding observations on the Niemeyer scheme. — The 
success of Sir Otto's scheme, especially that part of it which is 
concerned with the sharing of the incomc-thx proceeds between the 
Centre and the Provinces, depends on the satisfactory working 
of the railways. • The Provincial Governments will .in their own 
interests have to co-operate VAith the Government of India in 
festoring' the prosperity of r.ai]wa}«8 and make them once more 
substantial contributors to the general revenues. This involves the 
regulation of the Provincial road policy so that the roads should 
assist instead of competing with* the railways. It also involves 
a ‘ thoroughgoing overhaul of railway expenditure ' on the part 
of ^ the Central Government and a proper co-ordination of the 
different forms of transport. (See ch. v.) 

As one critic remarked, at the time the Niemeyer proposals 
were= made (1936) they had only an academic interest for the 
Provinces, because the share of the income-tax proceeds would not 
begin to be available until after ten years. Till then the Provinces 
would have to pursue, as rigorously as ever, the policy of retrench- 
ment and economy. If they wished to realize any of their ‘ nation- 
building ' ambitions they could only do so by resorting to fresh 
taxation, the prospects for which did not appear to be very 
bright. 

Happily for the Provinces, these gloomy forebodings have not 
been justified. The . realization of the Railway surplus in 1937-8 
together with the suspension of railway liabilities (see ch. v) and 
the improved revenue position of the Central Government have 
enabled them to comirtence the assignment of ^come-tax to the 
Provinces under the Niemeyer Award with effect from the financial 
year 1937-8. On the basis of the estimates available on 22 March 
1938, the amounts payable to the Provinces were as follows: 

Bombay Rs. 25 lakhs, Bengal 25, Madras 18* /5» United 
Provinces 18*75, Bihar 12*50, Punjab 10, Central Provinces 6*25, 
38 
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Sind 2 50, Orissa 2-50, Assam 2*50 and North-West Frontier 
Prownce 125, the total amount thus payable beingf Rs. 1,25 
lakhs. Even Sir Otto Niemeyer did not expect the Provincial 
Governments to obtain any share in the income-tax until after five 
years from* the inauguration of Provincial Autonomy. Thfe new 
Income-tax Bill, if passed, will further accelerate this process. 

• la conclusion we* may welcome Sir Otto Niemeyer’s proposals 
as* an honest attempt on the part of an acknowledged financial 
expert* to solve a difficult and ^complicated problem. We must, 
however, learn wisdom froin the fate of^ previous expert reconi- 
mendations on this tangled subject and not be too ‘ confident of 
the success of Sir Otto’s scheme. It may reasonably tbe presumed 
to be an improvement on the earlier schemes, if only because it 
has had more experience to go upon. But after all its, success 
depends upon a number t)f incalculable factors — the general economic 
condition of the country, the fortunes of the railways and the 
developments, in the international situation. The economic recession 
/luring recent months abroad as well as in India, which has adversely 
affected our trade and railway earnings, emphasizes the need for an 
attitude of chastened optimism, not to speak of the very unstable 
international situation. 

S52. Statistics of Proviodial finance. — The following four 
tables illustrate the financial position of the Provinces individually 
as A\ell as in the aggregate. 


TABLE I ' 

Tot\l Revenue and Expenditure of Provinces 
1)1 cruises of rupees 
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‘ • 
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- 4 -o-r 9 


‘ See SiMon Commission Report^ vol. II, par. 254 ; and Finance and Revenue 
Accounts of the Government of India (1936-7). 
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Finance and Revenue Accounts of the Government of India (1936-7), Table 
Includes totaU of Shan States Federation (Burma) and Coorg. 

Provincial Governments* share of additional import duty on foreign salt. 
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Finance and Revenue Accounts of the Government of India (1936-7), Table 
Includes totals of Shan States Federation (Burma) and Cporg. 
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See Indian Financial Enquiry Report^ by Sir Otto 5tiemeyer, 
Including subvention from Government of India. 
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Table I above shows that the expenditure in the iProvinces 
has risen substantially, the rise between 1923-4 and, 1928-9 being 
no less than 22 i>er cent as compared with an increase of only 
4 per cent ' in the revenue. The continued increase in Provincial 
expenditure was made possible by the remission* of Provincial 
confributions, the benefit of which, however, was confined only 
to a ffw’ of them. Since 1930-1, while Provincial revenues received 
a setback owing to. the severe -economic depression, there was no 
corresponding reduction in expenditure, and a succession of deficit 
years was inevitable. The position has improved in recent years, 
af an} rate in some of the Provinces. • • 

Tallies II and III give the detailed particulars of* the revenue 
and expenditure of the several Provincial Oovernments in Ihe year 
T 93^-7*. I'hey also show the relative importance of the various 
heads of revenue and expenditure in the different Provinces. Table 
IV show’s at a glance Provincial Budgets in 1930-1, ij)35-6 and 
• 1936-7 (inclusive of the budgets of the newly created Provinces 
of Orissa and Sind), giving also population figufes for comparison. 
The table w’ill be found useful in considering the financial, 
adjustments recommended by Sir Otto Niemeyer (see §40 ante). 

Local Finance 

§53. Local (Rural) Boards. — Since nearly 90 per cent of* the 
population of British Iinlia lives in rural areas, far greater 
importance attaches to District and Sub-District Boards than to 
the municipalities which serve the numerically insignificant ’urban 
population. .At one time Provincial Rales or surcharges on land 
used to be an important item in the budget in the Central Govern-' 
ment. Today, however, they form a substantial part of the revenues 
of District and Local Boards, representing a proportion of total 
income varying from 25 per cent in Bombay to 63 per cent in Bihar 
and Orissa (in 1922-3). They were originally started in Bombay 
and Madras between 1865 and 1869 and were levied on land chiefly 
for the construction and repair of roads, the upkeep of schools 
and dispensaries, village sanitation and other local expenditure. 
The principle was extended in pursuance of Lord Mayo’s scheme of 
financial decentraliza'tion. In 1871 Acts weI^3 passed levying similar 
cesses in Bengad, the United Provinces, and the Punjab. In the 
Punjab and Oudh, cesses for roads, schools ^and the District Rpst, 
assessed at the time of the land revenue settlenjent, were continued 
side by side with the new' general cess. Similar settlement cesses 
were introduced in the tentral Provinces, Burma and Assam, 
which were later replaced by a general cess. Between 1871 and 
1905, there were added certain cesses for Imperial purposes. The 
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Famine Jnsurance Fund was instituted in 1878, to which •were 
added, in some Provinces, cesses for Provincial purposes, chiefly lor 
the payment of village officers. The financial improvement in the 
position of the Government of. India made possible the* abolition in 
1905-6 of all Qesscs levied for .other than local purposes. In some 
cases, however, the effect of this reform was not to reduce? Ihc 
amount of the cesses levied, but t(7 transfer the fund from Provincial 
to local purposes, thei Provincial .Government being corripen sated 
ft-om the Imperial Treasury. Recently there has been a tendency 
in some Provinces either to increase the general rate of, as in 
Madras^ to .add new cesses for specific local .purposes such •as 
elementary -education. The basis of th(‘se local cesses on land 
varies with the system of land revenue. Thus in the ryotwari 
areas of Bombay, Madras, Burma, the * Central Provinces and 
Berar, and in the temporarih settled areas of Ass<im, the c'ess is 
levied on the basi^, of land revenue. In the United Provin^’cs and 
the Piyijab, on the other hand, the annual value is taken with twice 
file land revenue »as the basis. In. the permanently settled areas 
^either the rental value or the acreage is accepted as the basis. As 
regards the rates of the cesses they are left to the discretion of the 
lorcal bodies, subject to certain maxima and minima laid down by 
the Provincial Legislatures. The land cesses are collected along 
with the land revenue but are largely administered by the local 
bodies. The limits varv from 6^ per cent to 12J per cent.^ The 
land cess, although it is not proportioned to ability to pay, being 
levied at a flat rate, is everywhere recognized as an appropriate 
tax as it is applied for the benefit of the properties which gain by 
• the activities of the Local Boards. We have alreacfy referred to 
the recommendations of the Taxation Enquiry Committee that the 
land revenue should be standardized at a, low ];ate so as to lca\c 
a wider margin for local taxation.^ 

The subjoined table indicates the principal sources of revenue 
and items of expenditure and the aggregate revenue and expenditure 
of District and Local Boards in British India." 

^ According to the Layton Report there is no longer hny excuse for the 
retention of the maximum (which in some Proxincos lyis been one anna in the 
rupee, and has remained unchanged for over fifty years) because (i) the land 
revenue no longer represents a very high proportion df the net produce, 
especially in the permanently settled Provinces, ami (ii) all the other cesses on 
land hsive been abolished. See Simon Commission Feport, par. 275. 

* See vol. I, ch. xii, §35. 

* These figures represent the aggregate rovenue and pxppndilt^rc of 1,144 
and 1,098 Boards (including Union Panchayats in Madras) in 1915*16 and 
1934*5 respectively. See Statistical Ahstrad for British India, 1Q23-4 and 
* 935 - 6 - 



6oo 


Indian Economics 


In lakhs of rupees 


Income 

(excluding balances) 

1915-16 

1 1934-5 

1 

Expenditure 

19*5-16 

1934-5 

9 

Provincial rates ... 

3.39 

1 

• 5.39 

Ediication 

. I,}J2 

6,08 

Ciwl, Works 

f.43 

2,06 

Civil Works ... ' 

4,16 

4.05 

Otljer sources 

2,68 

1 ^.7^ 

S a n i t a t^i 0 n, 


_ _ 


Hospitals, etc. ... 

70 

2,01 

• Total ... 

1 7.50 

. 16,17 



t 



Debt and Mi^bellane- 





1 • 

ous 

a 

1.32 ’ 

1 3.78 ‘ 


RS A P 

Irs a p 



1 - — 

Incidence eper head . 

• 

0 5 I 

1098 

Total ... 

8,00 

« • 

•5.92 


The above table shows an increase of income frbm Rs. 7*50 
crores in 1915-16 to Rs. 16*17 crores in 1934-5. But as this income 
has to be divided aninng 1,098 Boards, the poverty -of an average 
Board stands out clearly. 

§54. Muliicipal finance. — As seen from the table on p^. 601, the 
Ynain source of the income of municipalities is rates and* taxes, 
which account for about two-thirds of the total municipal revenues. 
The remaining one-third is derived from municipal property, coutri-i 
butions out of Provincial revenues and miscellaneous sources. The 
taxes levied by the local authorities may be grouped .under four 
heads : (i) Taxes on trade, for example octroi duties, terminal 
taxes, tolls, etc. ; (ii) taxes on property, for example taxes* on 
houses and their sites (and in rural areas the cess on land); (iii) 
taxes on persons, for example taxes on circumstances, profes- 
sions, trades and callings, on pilgrims, on menials and dofnestic 
servants, etc. ; and (iv) fees and licenses. Fees are either for 
specific services rendered by the municipality, such as scavenging* 
fees, or are partly of the nature of luxury taxes and partly levied 
for purposes of regulation, such as licenses for music, vehicles, 
dogs and other animals, etc. There are also license fees for offensive 
and dangerous trades. The Taxation Enquiry Committee point 
out that considerable vigilance is necessary in respect of indirect 
taxes, such as taxes on trade taking the form of octroi, terminal 
taxes and tolls, so as to prevent undue interference with inter- 
Provincial traffic. Special objection is taken to the octroi and 
terminal taxes which offend against all tke canons of taxation, 
and substitutes such as a tax on retail sales or profession taxes 
are suggested. At any rate a judicious modification of the prfesent 
system of octroi duties is necessary. Another, important sujrges- 
tion of the Committee is in favour of increased assessmdht of town 
property which benefits largely from municipal activities. The 
machinery for collection and assessment, however, would have to 
be far more efficient for this purpose than it happens to be today. 
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The heaviest items of expenditure, as the table below shows, ^are 
public health and convenience, public works and education. The 
municipalities are often unable to meet their expenditure from 
ordinary revenues and have generally therefore to borrdw money, 
either from Jhci Government or .in the open market, to carry out 
such large projects as water supply, drainage works, etc. Thb 
borrowings of the Bombay Municipality are the biggest, its loaVi 
liabilities on 31 March 1037 amounting ta Rs. 15*65 crores. ^ 

•The following table illustrates the financial position of munici- 
palities in British India. ^ 

In lakhs of rupees 



1915-16 

1 1934-5 

Sources of Income 

Municipal Rates and 


1 

Taxes ; , Octroi 

1 

1,49 

•Taxes on houses and 

lands 

, 1,87 

5.3» 

Tax on animals and 

I 

•vehicles 

Tax on proftssions 

21 

47 

and ti ades 

1 oils on roads and 

lb 

32 

• ferries 

17 

' 24 

Water-rate 

97 

2,07 

Lighting rate 

*5 

1 26 

Conservancy rates ... 

61 

1 1.20 

Other taxes 


1 1,79 

Total rates and taxes , 

«j 1 

5*80 

1 

Realizations under 


1 

special Acts 
^ Grants from Ciovern- 

1 1 

1/ 

ment 

Rent of lands, houses, 

84 

95 

etc. 

23 

52 

Fees 

Receipts from mar- 
kets and slaughtei 

38 

1,02 

hou.scs 

Other .sources and 

47 

94 

miscellaneous 

8 S 


Total Income ... 
Extraordinary and | 

8,6'7 , 

1 18,19 

Debt : 1 

6,44 

19,89 

Grand Total ... 1 

IS.” 

j^8,o8 

Incidence per head | 

RS. A.'p, 

RS. A. P. 

(i) Rates and Taxes 1 

3 5 9 

5 12 0 

(ii) T^tal income,! 
excluding Extra- . 

V ' 

ordinary and Debt | 

5'o 3j 

j 7 15 3 
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I 

i * 934*5 

Heads op 
Expenditure 

r 


General Adminis- 

1 


tration and collec- 
tion charges 

7b 

1 1.77 

Public Safety ; 

1 

1 

Lighting 

43*7 

1 1,19 

Police 

1 0*4 

1 1 

Fire, etc 

1 9*1 

IS 

Total ... 

53 ’^ 

1.35 

Public Health and 
Convenience — 
Water supply, 
drainage and 

1 

4 . 8 s 

conservancy 

3.32 

Hospitals and dis- 
pensaries and 

vaccination 

Plague charges, 

50 

94 

markets, gardens 
and sanitary 

1 

50 

95 

Public works 

1,42 ' 

2,06 

Public instruction ... 
Contributions for 

62 

; 1 

2,25 

general purposes ... 
Miscellaneous : 1 

*7 ! 

1 

77 

Interest on loans 
Other miscellaneous 

i 

1,70 

expenditure 

43 

1.19 

Total Expenditure 

9,12*2 

>7.83 

Extraordinary and 1 
Debt:^ f 

6,330 

• 9.77 

Grand Total ... 

15 . 45*2 

37.60 


^ These figures represent the aggregate revenue and expenditure of 714 and 
798 Municipalities in 1915-16 and 1934-5 respectively. See Statistical Ahstfo^ 
for British India (1935-6), Tables No. 34, 35. 
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•Since the total income indicated in the above tabic is ^distributed 
among^ as many as 798 municipalities, it is obvious that the averagee 
municipality in India must be very poor in resources. The Bombay 
Corporation alone has an income, of over Rs. 3 crores, rand the 
Calcutta Corporation an income . of over Rs. 2^ chores. While 
Bombay and Calcutta, however, stand head and shoulders above 
all average nuiniripalily in this country in point of the size of 
revenue they enjoy, they^ canpot stand comparison, for instance, 
with the city of Glasgow ‘which, with a, population approximatbly 
equal to that of Calcutta, has twelve times the income of Calcutta. 

* §55. Inadequate resources of local bodies. — It is* not 'necessary 

here to trace the progress of local self-government i'n India since 
its Im option in Ix^rd Mayo’s time. W'e shall confine ourselves to 
a discussion of the financial position in recent times of the local 
self-governing bodies — urban (municipalities) and rural (rural boards). 
With the iuauguration of the Reforms and the transfer of Local 
Self-Go\’ernment to ministers, the question of local finance has^ 
come into increased prominence. Considering the devolution *of 
powers to local bodies that has taken place and the wnde range 
of functions assigned to the municipalities, rural boards and 
panchayats, siK'h as Public Hefilth, Kducation, etc., the Resources of 
these bodies are at present utterly inadequate. It is impossible for« 
them to introdiH'c modern standards of administration unless, they 
are put on an ampler financial basis. ^ Under the new^ constitution 
(1919 and 1935), the local bodies arc called upon to meet expenditure 
on services previously rendered gratis by Government servants 
belonging tci the various departments. Also, in the first flush of 
enthusiasm the local bodies forgot that ‘ all undertakings depend 
upon finance and launched costly and ambitious .schemes of 
education, medical relief, etc., which were beyond their powers. 
Tile finariicial diffic'ulties thus cau.sed have recently been met partly 
by retrenchment, partly by additional taxation and partly also by a 
more careful distribution of the available resources. 

§56. Causes of inadequacy of resources. — Apart from the general 
low' taxable capacity of the people and their alleged unwillingness 
to tax themselves for local purposes, another important factor ex- 
plaining the inadequacy of local resources Js the unfair distribution 

^ The poverty of our local bodies stnnd.s in markfd contrast with the rich 
resources of similar bodies elsewhere. For example, as the Simon Commission 
point out, * local rates of all kinds, urban as well as rural, produced in 1927-8 
in British India about millions, which is only little more than the 

income from rates in that year of the London County Council alone .’ — Simon 
Commission Report , vol. I, par. 377. 

* Kautilya’s dictum adopted as a motto by the Taxation Enquiry Committee. 
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of revenues between the Central, Provincial and local authorities. 
In Eng^land th^ bulk of the contribution from land g-oes to the local 
bodies, the Central Government receiving only a very small amount 
as land tax. One of the reasons for the financial weakness of the 
local bodies .in* India is that the local bodies^ have developed by 
the process of devolution of powers instead of the process tff^a 
federation of strong, semi-independent sn\allcr units into larger 
political units. Anothei* reason is that tire jurisdictions of tjie local 
bodies arc usually so extensive as to remove them from effective 
touch with tax-payers. Had it not been for this, the imposition of 
taxes on •houses and persons by local bodies in tJie villages would 
have been cjfsier. From this point of view, the restoration of the 
influencc»of the village panchayats and a limitation of the functions 
of the bodies at present operating would be desirable. 

§57. Improvement of resources. — Though the recommendations 
of the Decentralization Commission and the introduction of the 

t 

^ Re for mu (1919) have led to considerable financial freedom being* 
conferred upon local authoriri^s, there has been no material exchange 
g^o far as the nature of the taxes imposed is concerned e\('ept that 
tii(» taxes which may be levied without the sanction of the Govern- 
ment of Iiifjia have been specified in the Scheduled Taxes Rules. ^ 
•The Taxation Enquiry Committee make the following recommenda- 
tions* with a view to increasing the resources of the local bodies : (i) 
conversion of the ihathameda,^ the capitation tax and the cfiowkidari 
into sources of local revenue; (ii) standardization of the land reve- 
nue at* a low rate so as to give better scope for local taxation ; (iii) 
transfer to local bodies of a .share of the collection of Provincial 
Governments from ground rents in towns and from an increase in 
thg rates of non-agricult ural land; (iv) empowering municipalities to 
tax advertisements; (v) extending the scopfi of taxes on entertain- 
ment and betting; and giving local bodies a substantial share of 
the proceeds; (vi) extending and improving the administration of 
the taxes on circumstances, property and professions; (vii) reducing 
thp import duty on motor cars and enabling the Provincial, Govern- 
ments to levy a provincial tax in lieu of tolls for distribution to 
local bodies; (viii) emp>owering local bodies in selected areas to levy 
a fee for the registration of marriages; and (ix^ supplementing the 

‘ The Scheduled Taxes which the local authorities can ftnpose under these 
rules^ are tolls ; taxes on l^d and land values ; .taxes on buildings ; on vehicles 
or boats ; on animals ; on menials and domestic servants ; octroi duties and 
terminal taxes ; taxes on goods imported into or exported from a local area ; 
taxes on trades, professions and callings ; taxes* on private markets^ taxes for 
services rendered, for example, water rate and drainage tax ; and fees for the use 
of markets and other public conveniences. 

* General tax on land in Burma. 
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resof^rces of local authorities by subsidies which should be, ordinarily 
restricted to services of national importance and gi;anted in such 
a way as to enable the Provincial Government effectively to enforce 
efficiency.' ' Another way of increasing the resources of the local 
bodies is to extend the scope of municipal trading* and enterprise 
so^ «s to lessen the existing dependence on taxes. In view of the 
comparative inelasticity of the local taxes it is desirable to make 
use of ^on-taxation .spurcec to a larger extent than at present. In 
western countries, the scope ol municipal domain — landed estates 
and especially industrial and trading domain — is on the increase 
arid there are municipal tramways, waterworks, gas* and’ electric 
works, burial grounds, bathing establishments, fisheries, docks, 
bakeries, theatres, inns and restaurants, mills, factories,' dairies, 
etc. All these enterprises are apparently not only rendering 
effective service to the civic population but are also a substantial 
source of revenue for the municipalities.- This aspect of local 
•finance has been entirely neglected in India and it appears worth 
while for the local bodies to ‘explore its possibHities so as to acfd 
to their slender resources and increase the amenities of civic life. , 

* Taxation Enquiry Committee Report, par--. 104-6. 

* Shah and Bahadurji, Functions and Finance of Indian MumetpaUties, 
P- 43 -?- 



CHAPTER XII 


UNEMPLOYMENT 

§1. Scope of the chapter. — permanent marg-jn of unem^oy- 
ment among industrial workers is a feature of the economic s^ystem 
called into existence by the Industrial Rev»olution in .^western 
countries. Certain palliatives, such as unemployment insurance 
allowances and poor relief funds, have come into use more* or less 
in these countries, without however touching the fundamental cau*se 
of unemployment, namely, a maladjustment between production and 
consumption inseparable from the existinjj individualistic system 
of competitive production for world markets. The post-War 
depression in industry has created an unemployment situation of 
unprecedented magnitude. But though the evil has matiifested itself 
, on a scale unknown in the past, the phenomenon of industrial* 
unemployment itseif is sufficiently fafniliai in the west. 

• With us here in India, the problem of unemployment presents 
aspects which, while equally difficult to tackle, are somewhat 
different from those found in \\estern countries. In the first place, 

► the vast majority of the population depends upon agriculture, and 
we have already seen that, in most parts of India, there is seasonal 
unemployment in agriculture for five to nine months in the year 
during the slack season ; and we have discussed the question of 
suitable supplementary industries to keep the cultivator occupied 
during this period of enforced idleness. But a more sprious aspect 
t)f the unemployment problem presents itself in connexion with the 
periodical occurrence of scarcity or famine, due to a partial or total 
failure of the monsoon, leading to a partial ‘or complete stoppage of 
agricultural operations over wide areas, and disengaging a vast 
quantity of agricultural labour and of labour employed in industries 
subsidiary to agriculture. This is by far the most serious form of 
unemployment to which India is liable. 

Turning to occupations and industries other than agriculture, we 
may distinguish between the manual or hard-handed workers, and 
the intellectual and clerical or soft-handed workers constituting the 
so-called educated middle class. Regarding the former category 
of industrial workers, it is clear that unemployment among them, 
though not unknown, does not as yet ^xist on the western scale 
for the simple reason that our industrial development is as yet in its 
infancy. So far as we have any modern industries at all, they have 
been caught up in the world-wide depression, and there exists at 
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the present moment a good deal of industrial unemployment in 
India also. Owing to the closure of workshops and fs^ctories, or 
retrenchment in them, a number of operatives, skilled and unskilled, 
are without work. But in more normal times the complaint is 
rather that there is scarcity of industrial labour than that*there is 
unemployment among its ranks. . Moreover, uncmpk^yment when 
if does come has not the same terrors for the operatives in India as 
in the west, owang to the fact that most of our industrial labour 
has pr^^dom inant agricultural jpterests. Often indeed work in a 
factory is regarded as a second string to^ the bow and is taken *up 
only dj-iring the slack agricultural season. Industrial unemployment 
ih India differs /rom the corresponding phenomcnoR in •the west 
not only as regards the scale but also as regards the ‘nature of the 
problem it creates for the State. I'o a certain extent the problem 
is automatically solved in India by many of the unemployed 
returning to their villages. The distress is in this way merely 
transferred »from the industrial to the rural areas, and not really 
remedied. But it at least largely disappc'ars from sight sp far as 
the industrial centres are concerned and one docs not see as ^in 
Europe shoals of the unemployed walking the streets of our 
industrial cities in vain search of work. 

As distinguished from unemployment amcmg industrial workers 
in organized industries, there is some unemployment among cottage, 
workers. In our chapter on. the economic transition in India^ 
and our discussion of the positiorn of cottage industries,* a general 
idea has already been ot)tained as to the manner in which the 
different classes of artisans have been affected by the transition, 
and we hav’c formed some notion of the hardship and distress which 
have been the portion of many of them, w ho, having lost their old 
occupations, have not found a satisfactory substitute for them. 

Another .species of unemployment which is comparatively a 
modern growth in India is middle class unemployment, affecting 
those who have attained a certain standard of education and who 
depend more or less exclusively upon non-manual or clerical 
occupations. This is a problem that has recently pushed itself 
very much to ffie forefront. 

In this chdpter we propose to concentrate attention on rural 
unemployment due* to famines and middle^ class unemployment. 

Rural tlNEMPLOYMENX : Famines and Famine Relief 

§ 2 . Responsibility for famines. — ^The ‘frequent occurrence of 
famines in the last quarter of the nineteenth '^century accompanied 
by a political awakening* of the people gave these calamities a 

* Vol. I, ch. V. » Ch. ii, §834-41. 
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prominence which possibly they would not have attained otherwise. 
Indian puljlicists attributed their severity to the industrial, iinaifcial 
and land revenue policy of the Government. By the great majority 
of people, the British Government came to be regarded as the sole 
cause of famines and this facile view of things was not disturbed 
by unimpeachable historical evidence of equally,, if not more, severe 
famines in the pre-British days. This uncritical attitude elici\ 7 d 
the cheap retort that famines were entirely due to failure of 
rains — a circumstance beyond lhe«contr«l of , 1the British pr any 
other Government. Tliis,^ however, rath*er missed the point of the 
critics, who blamed the Government not for withholding rain but lor 
causing the impoverishment of the people which made them incapable 
of resisting the efl'ects of occasional scarcity. In this chapter, 
however, .we arc not concerned with locating the responsibility for 
Indian poverty but with the less comtenlious subject of the nature of 
Indian famines and the machinery devised to combat them. 

§3. Economic effects of famines. — The economic? effects of 
famines, are bound to he disastrous in a preponderantly agricultural 
cotintry like India. • 'I'lie hefwy mortality due to sheer starvation 
which used to be a regular feature of the famines in the old days, 
has ceased to characterize modern famines, though the epidemics 
w'hich still follow in the wake of famines send up the mortality 
^figures very greatly. There is a general lowering of the efficiency 
of the surviving people and the suspension of cultivation involves 
a great economic loss to cultivators. Food famines are often 
accompanied by fodder famines, and the resulting loss of cattle 
further champers agriculture. There is also an adverse reaction on 
trade and industry because of tjie reduction in tlie pun'hasing power 
of large nunfbers of people. Public finance is greatly disorganized 
and the (jovernment is hit hard both on the side of revenue which 
inevitably shrinks and of expenditure which equally inevitably 
expands. * 

§4. History of famine relief.' — It is wrong to supfjose that in 
the pre-British days there w^re no famines at all or that they 
w^ere less severe than in the present days. We read that in the 
famine of 1291 whole families drowned themselveV as an escape 
from starvation, also that in the famine of 1555, people tried to 
live on the hides of de^d beasts, and that the famine of 1630 
actually led to cannibalism. In the face of these terrible records of 
well-authenticated facts, it is impossible to subscribe to the popular 
opini&n that the British* in some mysterious way brought famines 
with tlfem to India. ’Famines on the contrary were more common 

* For a brief, but excellent, treatment of famines in India, see A. Loveday, 
he History and Economics of Indian Famines, 
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in pre-British days while, owing to defective communications, the 
syftem of famine relief was inevitably less effective than at 
present. There were central granaries at the capitals which were 
originally maintained as war chests, but which in times of famines 
could be used to feed the starving, poor. As communications were 
undeveloped, the vijlage rather than the Central Goverijment became 
f&fi vital organization of society, and it was the surplus grain 
stored in the villages from which any relief could be expected. The 
efficacy of this arrai)gemtnt depended on the intensity of the famine 
and its duration. The construction of, public works like canals 
and tanks or the erection of temples, mosques, forts or palaces 
hit public expense gave employment to a number -of people and 
mav have been useful in mitigating distress. Lastly, it may be 
believed that the kings occasionally attempted direct charity, 
which, however, from the nature of things could not have been 
anything but inadequate as a remedial measure. The present 
view as to*^ the responsibility of the State in this matter is a very 
recent growth. f 

Coming to the British" period, the most important famines 
during the regime of the East India Company between 1760 aqd 
1857 were those of 1770, 1784, 1802, 1824 and 1837. Excepting 
the first in the list, these famines did not receive the same elaborate 
attention, either at the hands of the Government, or of the historiansi, 
as the famines of the latter half of the nineteenth century., The 
minds of pK?ople w'ere preoccupied with other grave matters, such 
as the continuous wars, the widespread disorder caused by the 
sudden introduction of unfamiliar judicial and land revenue^^systems 
and a corrupt administration in the hands of ill-paid and inex- 
perienced officials, unemployment on a large scale <!?aused by t*he 
sudden demobilization of the troops of Indian princes, the depreda- 
tions of the Pindaris, etc. The political and administrative pre- 
occupatibns of the Company made it indifferent to the question of 
the economic regeneration of the people. Even if it had the oppor- 
tunities, it is doubtful whether it would have had the will to do 
anything, because its whole outlook was vitiated by commercial con- 
siderations anrf it seemed to be more concerned with the dividends 
of its shareholders than with the lives of those from whom these 
dividends were drawn. The Company ,m the later years of its 
existence acknowledged in a general way its obligations to the 
famine-stricken people; but it failed to evolve any systematic famine 
policy. Slipshod and spasmodic efforts were made to deal with 
famines by regulating prices and trade in cori\, encouraging 
emigration and occasionally undertaking public works. But all this 
was mere tinkering with a vast problem. 
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It is tq the period following the transfer of India to the Crsjrwn 
in 1858 that we must turn for the elaboration of a proper system 
of prevention, insurance and relief evolved through many experi- 
ments and failures. In this pefiod fall several great famines such 
as that of northrwest India in i860, of Orissa in 1865, of Rajputana 
in 1868, of Bihar in 1873, of South India in 1876 and the ^\.o 
widespread famines of i8g6 and 1899-1900 which affected varioilis 
parts of India, including, Bombay, '^fadras ^nd the Central Provinces. 
The Orissa famine of 1865 afl'ected five crores of people and was 
responsible for a heavy mortality of ten lakhs. The Government 
were slow to ^ take action in the beginning, though food was lator 
poured in large quantities into the affected areas. The great loss 
of life in this famine led to an inquiry presided over by Sir John 
Campbell, and the Government announced their definite policy to 
save life at any cost. In the Bihar famine of 1873 Government 
erred in the direction of indiscriminate charity aad excessive 
expenditure. The great South India famine of 1876-8 involved a ^ 
mortality of 52 lakhs. This led to fhe appointment of the first 
gfreat Famine C'ommission presided over by Sir Richard Strachey, 
and on the measures taken by the Government of India at the 
instance of this Commission is basfed the subsequently elaborated 
^machinery of famine relief. Among the steps taken by the Govern- 
ment may be mentioned the introduction in 1878 of a Famine 
Insurance Grant by which a sum of Rs. crores was provided in 
the annual budget of the Government of India to be spent on direct 
relief if. there was a famine, and on the construction of public works 
of a protective nature if the year was normal; the extension of 
cjommunicatiorns by the system of the ‘ new guaranteed railways * ; 
the clear definition of the principles of famine relief as provision of 
work to the able-bodied at a wage sufficient to secure health but not 
ordinary comforts, and gratuitous relief to the infirm in their own 
villages or in poor-houses; assistance to the landowning classes by 
way of takkavi loans; and the suspension and remission of land 
revenue. Famine codes embodying these principles were made for 
every Province. These codes were put to a severe, test during the 
famines of 1896-7 and 1899-1900 and were amended in ‘the light of the 
experience then gained. The earlier of these famines were followed 
by the appointment of a Commission presided over by Sir James 
Lyall, which made certain recommendations for the relief of special 
classes like weavers and hill tribes, proposed rules for the manage- 
ment of charitable funds, advocated a freer grant of gratuitous relief 
in villages, but disapproved of the extension of decentralized relief 
works. The second of these famines came too rapidly on the heels 
of the first to allow the Government time to consider these 
39 
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recommendations. In 1900 the Maharaja of Jaipur donated Rs. 16 
lakhs to constitute the nucleus ol the Indian Peoples’ Famine Trust. 
In 1901 the last Famine Commission under Sir Antony Macdonell 
emphasized the importance of ‘ moral strategy ’ or ‘ putting heart 
into the pKiople that is, assisting the people by Joans and other 
n%^4lins immediately ‘danger is scented, b} the prompt and liberal 
dPslribution of takka\i, early suspension oV land revenue, and a 
polir\^ of ‘ prudent boldness * involving the preparation of a large 
and elastic plan of relief, constant vigilance and lull enlistment «of 
non-oflicial help. The Commission further drew attention to the 
necessity of de\ising measures for tackling a foddqy fa/nine and 
of sa\ing cattle. Lastly it recomm(‘nded the starting ol’ co-operative 
credit 'Ocieties and the extension of Stale irrigation wqrks of a 
protective character. The amended famine codes embodying these 
principles ha\e veil stood the lest of subsequent famines, such as 
lliat of iJic l-'niled Provinces in 1907, of Ahmednaf^ar in 1912, and 
the far more serious scarcity of 1918 and 1920, and these' visitations 
of nature may now be said Jo have been brought more elTectivdy 
under human control than <‘ver before in the history of India. 

155. Change in the nature of famines. — One main cause why 
this satisfactory result has been brought about is that the nature 
of famines has entirely changed. The Special Commission of 1867, 
defined famine as * sulfcring from hunger on the part of large 
classes of populalion ^ but the history of famines in India is largely 
a discovery of a change i;i the meaning of that word brought about 
by two main factors : first, the improved means of communication 
and iransport by vhich deficiency in one part can be relieved by 
drawing upbn the abundance in other parts; and secondly, thf 
progressive perfeclion of the administrative organization dealing 

with famines.^ We have now no such thing as a food famine, 

« 

for although the rains may fail in one part, it is very rarely that 
this is not balanced by an exceptionally good monsoon somcw'hcre 
else ; and thus, taking the country as a whole, there is generally 
the usual quantity of food available. Since modern famines ace 
not f(X)d faminps but money famines, what the State is called 
upon to do is -to provide work and wages on an adequate scale. 
At present a famin^e is more accurately described as a temporary 
dislocation of employment due to the failure of crops, than as 
widespread death from starvation. Famine relief therefore pryiiarily 
consists in providing employment for thosdr against whom ndture 
has declared a temporary lock-out.* When ordinary empldyrnent 

^ Soe Loveday, op. tit. 

^ See Sir T, Morison, Economic Transition in India^ p. 124. 
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fails, the; Government open relief works on which practteally 
everyone who^ seeks employment gets it and is able to earn 
enough by way of wages to enable him to buy just sufficient 
food. 

§6. Classification of causes and remedies. — The causes of 
• * • 

famines may roughly be divided into two kinds: (i) immediate •^Bid 

direct causes like drought or the after-effects of drought; and ^ii) 
remote but fundamentaj causes which have to, do with thc^ intense 
pftverty of the people and their conse^iuent inability to resist the 
slightest disturbance of the normal economic life. The fijist kind 
of causes cark be met by the adoption of measures, for the alleviation 
of distress or by making wise provision beforehand and remaining 
always in a state of preparedness to meet the calamity. Storage 
of grain and fodder and all insurance schemes are instances of 
previous preparedness. To deal with the second kind of causes 
we must dig deep* down into the fundamentals of the question of 
Indian. poverty. The solution of this tremendous problem has to* 
bb approached from many sides and inxolvcs the adoption of an 
all-round intensive programme of economic regeneration. 

87. Direct causes and remedies. — ^The chief direct cause of 
famines being deficiency or total* failure of rains, it would be 
clearly an advantage if the probable character of the coming mon- 
soon could be foretold. The Meteorological Department keeps a 
regular record of the weather conditions prevailing in the diflferent 
parts of the ('ountry. It is supposed that these data and especially 
a sciejiitific study of the conditions prevailing in the upper strata 
of the air are capable of furnishing sufficient clues for making 
■successful forecasts about the monsoon. Excessive rains and floods 
arc also causes of famines, but the damage due to these can 
generally be repaired with comparative case, f-ocusts and other 
insect pests and various kinds of ^ungi are often responsible for 
failure of crops. Government mycologists and other experts are 
engaged in fighting these causes. 

• §8. Famine Insurance and Relief Funds. — The precautionary 

measures against famine include the Famine •insurance Grant 
mentioned above. The Government of India used to allot funds 
out of this grant to the^different Provinces according to their needs. 
Before the Reforms famine relief had come to be a regular divided 
head. of expenditure, the Central Government bearing two-thirds, 
ancf the Provincial Governments one-third, of the expenditure. 
But &fter the financial decentralization that followed the Reforms 
of 1919 each Province was required to “provide for its otrn famine 
insurance out of its revenues annually. The unspent grant formed 
part of the Central balances on which the Central Government 
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paid* intcresl. The balances of the fund ^'ould be spent op (i) relief 
of famine, (ii) construction of protective works for^ prevention of 
famines, and (iii) grant of loans to cultivators. A scale of the 
Famine Iifsiirance Fund was laid down, and each Provincial 
Government was reguircd to contribute from its rcvsoiirces a fixed 
every year for Famine Insurance in proportion to its liability 
to*famine. Thus while Bombay, the Central* and United Provinces 
contribijjted to the famine Insurance Fund Rs. 63*60, 47’26, and 
39'6o lakhs respectively, Bihar and Orissa^ Madras and the Punjab 
contributed Rs. 11*62, 6’6i and 3*81 lakhs respectively. The 
cdhtribution of Bengal was Rs. 2 00 lakhs, and ofi Burma and 
Assam, only Rs. 0*67 and 0*10 lakhs respectively. The aggregate 
contribution to the Famine Insurance Fund was Rs. 175*07 lakhs 
annually. 

The constitution of the Famine Insurance Fund underwent a 
radical change with clToct from the financial year 1928-9. Under 
•the new regulations, the Fund ceased to be an Insurance, Fund. 
It was called the Famine Relief Fund and it provided as ifs 
main object for expenditure on famine relief proper; the word^ 
famine being held to cover famine due to drought or other natural 
calamities. Accordingly, the annual assignment from the revenue, 
as well as the balances till they exceeded a certain amount, were not 
expended save upon the relief of famine. Loans to cultivators^ are 
not granted from the new Famine Relief Fund direct, though the 
Fund may advance money for financing the Provincial Loan Account 
if and when its balance exceeds the prescribed minimum^ The 
balances at the credit of the old Famine Insurance Fund on 31 
March iq28 ‘were transferred to the new Fund on i 'April 1928.., 
In Burma and Assam, where no Famine Relief Fund had been 
created, the balances at the credit of the old Famine Insurance 
Fund were transferred to theV®^^^'^^ balances of the Provinces. 
The total balance in the Famine Relief Fund on i April 1936 was 
Rs. 2,79,98,405; the additions during the year 1936-7 (inclusive of 
interest on the balances) Rs. 35,16,476; the total withdrawalSi, 
Rs. 22,23,984; aftd thcr closing balance on 31 March 1937 was 
Rs. 2,92,90,897.' 

The new Constitvition envisaged under the Government of India 
Act, 1935, contains no provision for a separate Famine Relief Fund. 
From the institution of Provincial Autonomy on i April 1937 the 
balances at the credit of the Fund have befcn handed over to ‘the 
Provinces, and it has been left to Provincial Governments and 
their legislatures to take the measures hitherto prescribed for them. 

^ See Finance and Revenue Accounts of the Government of India for the 
year 7936-7, pp. 379-80 and 522. 
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Funds from the Indian Famine Trust are used to help the poor 
from the superior classes who cannot accept Government relief in 
the ordinary way. For meeting- famines when they actually occur, 
however, the Government mainly rely on the relief organization 
which was evolved in the latter half of the nineteenth century. 
The increasingi efficacy of this organization ^ is attested by the 
comparative ease with which the people stood the strain of > Ae 
severe famine conditions of 1918. * 

§9. Description of relief measles.— vA briqf description of this 
organization will give the reader an iflea of the elaborateness of 
the machinery and of the minute care with which it h^s been 
perfected.^ (4) Standing preparations are made pn a large scalfe. 
Valuable information is gathered about climatic conditions, crops 
and prices, births and deaths; programmes of suitable relief works 
are kept ready and brought up to date; the* country is mapped out 
into relief circles ; and reserves of tools and plant are stocked, 
(ii) When rains fa>l, a careful look-out is kept for danger signals 
such as rise in prices, restlessness of the people, their aimless, 
wandering, contraotion of private charity, and increase in crime, 
especially petty thefts, (iii) The Government then take preliminary 
action and declare their general policy as based on moral strategy. 
Meetings are called at which Government policy is explained to 
I the people, non-official help is enlisted, suspension of revenue is 
declf^red, and loans for agricultural improvements arc made. 
Village inspection begins and preliminary lists of helpless persons 
are prepared, (iv) Then follows the first stage of actual relief. Test 
works •are opened and, if considerable labour is attracted to them, 
they are converted into relief works on the principles laid down in 
^he famine Codes, (v) The next stage commences from December. 
Central relief camps are organized and gratuitous relief is given to 
the infirm in the villages. Poor-houses arc opened in towns, and 
village kitchens are run for the benefit of children. The distress 
reaches its climax in May when there is fear of an outbreak of 
cholera, (vi) The last stage begins with the advent of the rains. 
The large relief works are closed down and people are moved 
in* batches to smaller relief works near their villages so as to 
prevent the spread of epidemics and to facilitate 'the restoration 
of normal agricultural ^conditions without needless delay. Local 
gratuitous relief is c^xtended and liberal advances arc made 
to cultivators for the purchase of cattle, ploughs and seed. 
Whin the principal aufumn crop is ripe, the few remaining works 
are gradually closed down and gratuitous relief ceases. The 


* .*?ee Imperial Gazetteer of India, vol. Ill, pp. 477-81. 
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famine is ordinarily at an end by the middle of October. All 
thisP time the medical staff is kept ready to deal with cholera 
and malaria, diseases \\hich j^^enerally appear when the rains 
break out. 

§io. Ultimate causes and remedies. — The great poverty of the 
people is the ultimate cause of faniines, and throughout this book 
\\^.»have been considering one or other of the numerous features 
of Indian poverty, such as the excessive reliance of the population 
on agnculliire — an industry d^'pendent on an uncertain rainfall — 
the decay of old industries and the absence of new ones, and’’ a 
peasantry steeped in indebtedness, living from hand to mouth, 
without any rese^'ve to fall back upon in times of scarcity. The 
remedies for increasing the economic strength and staying power 
of th(‘ masses include a great variety of measures more easily 
suggested than carried out, such as raising the credit of the 
cultivator and his standard of living; construction of direct and 
indirect protec'tive works like irrigation canals, roads, and repairing 
wells; improv^ement in general administration — more e, specially 
land revenue administration ^ with a reasonably light assessmdnt 
and a sympathetically administered system of suspt^nsions and 
remissions; a well thought out and liberal forest policy; 
improvement of agriculture through the agency of the agri- 
cultural department, agricultural colleges, research institutes, etc.;, 
the fullest utilization of the cp-operative movement; development 
of large-scale industries and encouragement to cottage industries — 
in short, economic planning for the c'ountry in all its aspects. 

Middlf. Class Unemployment 

5 1 1. The scope of the problem. — The terms ‘educated* and 
* middle class * arc in common use, but it is not easy to draw precise 
dividing lines between the educated and the uneducated, or between 
the middfc class and the higher and lower classes. It is u.siial to 
include in the term ‘ educated middle class * such persons as are 
not well-to-do enough to dispense with earning their own living, 
who follow non-manual occupations and have received some form 
of secondary or* higher education. Sometimes, however, those who 
have at least completed the full vernacular or anglo-vernacular 
course are also regarded as coming within the definition of the 
‘ educated class* ’. 

§12. The seriousness and extent of ftiiddle class uneinploy- 
ment. — Middle class unemployment has in recent years asjsumed 
alarming dimensions and attracted widespread public attention, and 
Central and Provincial Legislatures, as well as semi-official bodies 
like the Universities have of late interested themselves in this 



Ufiemployment 


6iS 

problem.^ Between 19^4 and 1928 a series of investig'ations through 
specially appointed committees were carried out in some of* the 
British Indian ^Provinces (Bengal, Madras, Bombay and the Punjab) 
and also in some of the Indian States like Travancorc. The most 
recent committees were those .appointed by the United Provinces 
Government^ (^^ 35 > under the .chairmanship ol Sir 'I'ej Bahadur 
Sapru), and by the Bihar Government (1937)- 

The Reports of alf these committees leave no doubt regardihg 
the all-India character pf the prol^igm ot unemployment among the 
nfiddle classes. The Madras Committee p>oint out that the propor- 
tion of educated men seeking employment to the demand for^them is 
roughly 4 :wo •to one, and as the result of certain .calculations about 
the annual output of schools and colleges and the proportion of 
vacancies occurring in the natural course of things, they conclude 
that the amount of unemployment is very cTistressing. The Punjab 
Committee (1927) after similar calculations found that, whereas the 
output of anglo-v<‘rnacular schools and colleges had more than 
doublccl during the five \ears 1022-7, there had been nothing like, 
a* corresponding increase in the nunjber of posts available in the 
^Government Departments or in (*onimercial and business firms. 
^^’^hile the total number of applications rec'eived for a post which 
is advertised is by no means an ficcurati* index the extent of 
unemployment, for some of the applicants may be in possession 
of jobs and may \et desire to .improve their prospects, it is 
nevertheless significant that two test advertisements in the Madras 
Presidency given at the instance of the Madras ('onimittee called 
forth Jj6C) and 787 applications respectively. The first was a clerk’s 
post in the P.W'.D. carrying a salary of Rs. 35 per mensem, and 
•the second* was a clerk’s post in a commercial fiirn *on the same 

pfy- 

Ibicmployment on this scale is a m^re sejious evil than is 
commonly recogni/cd. Besides the individual sulTering it causes 
to the unemployed, their disappointment and sense of injury 
produce a general demoralization which is cumulative in its effect 
from generation to generation. The existence f)f a large number 
of disgruntled young men is also dangerous** to the* political 

• 

’ The Conference of Indian Universities held in 1030 considered the question, 
but had nothing more to slliggest than that Univcrsitic's should collect statistics 
regarding unemployment among their products. • 

® The Bombay Labour Office is at present (1038) engaged in carrying out a 
freA inquiry into unempToyment among university graduates. 

• An interesting review of the situation regarding middle class unemployment 
in the different Provinces and Indian States anj of the measures of jrelicf, either 
adopted or contemplated, will be found in Proceedings of the Ninth Industries 
Conference (1937), Bulletins of Indian Industries and Labour, No. 65. 
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stability of the State. The point has been well put by the Sadler 
Commission : * The existence and the steady increase of, a sort of 

intellectual proletariat, not without reasonable f^rievs^nces, forms a 
menace to good government especially in a country where . . . the 
small educjtted class is alone vocal.- It must be an equal menace 
whatever form ^the government may. assume. So long as the great 
m5:93 of the nation’s intelligent manhood is driven, in ever-increas- 
ing numbers, along the same, often unfruitful, course of study, 
which (jreates cxpertationLi that* cannot be fulfilled, and actually 
unfits those who pursue it from undertak'ng many useful occupa- 
tions necessary for the welfare of the country, any Government, 
hdwever it may . be constituted, whether it be bufeaudratic or 
popular, must find its w'ork hampered by an unceasing stream of 
criticism and a natural demand for relief which cannot poSsibly be 
met.’ Again, the gospel of revolutionary socialism or communism 
finds willing devotees in young men who nurse a strong sense of 
personal injtfry against a scheme of things in* which apparently 
•they have no place. 

§13. Classes particularly affected. — The Bortibay Enquiry finds 
that numerically the most important section affected consists of young* 
persons below 27 years of age, especially those whose training has 
been purely literary and who have proceeded to higher education 
through the anglo-vernacular course. As might be expected, un- 
employment is most acute among those who have not succeeded 
in passing the School-Leaving or Matriculation examination which 
is considered to be the minimum qualification for Government 
service, less so among matriculates and intermediates,' and 
(comparatively) least of all among graduates with professional 
qualifications. In the teaching profession there is more unemploy-' 
ment among untrained than among trained teachers. As regards 
the legal profession, it is commonly agreed that it is much over- 
stocked, and many junior members of the bar find it difficult to 
make a living. Similarly, the medical profession is overcrowded 
in the larger towns, though there is a paucity of medical men in 
the villages and smaller towns, where the amenities of life 
poor and the people not accustomed to pay regular cash fees for 
medical relief. The position of engineers is only slightly better. 
There are large numbers of persons who aie fit and willing to be 
employed on the, railways, but are not yet trained, and therefore 
fail to get employment. As regards banking and accountancy, 
while those who have received advanced special training or 
acquired experience do not remain without jobs, there are scores 
of others Vho have had nb special training and who fail to get 
employment. 
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§14, Causes of unemployment.^ — (i) PosUWar economic depres- 
sion and jetrenchment, — India, like the rest of the world, has been 
affected by the post- War economic depression. Large numbers of 
persons employed in the clerical and the combatant branches of the 
army were discharged on the cessation of the War and it has not 
been possible to absorb them elsewhere, as even the, normal volume 
of employment offered by Government and semi-public bodies '2fhd 
business firms has not been available. The axe of retrenchment 
has been applied in all. directions .^nd even tho old establishments 
have not been fully maintained. The Economic depression became 
particularly severe during the years 1929-34 and the middle^, classes 
along wkh others passed through a period of unexampled distress. 
A limited recovery has taken place since then. 

(ii) D, ejects of the educational system. — Another alleged cause 
of unemployment is the lack of adjustment between the system 
of education now in force in the country and the needs of 
industrial progress# The opinion is widely held that? our present 
system^of ‘education is such as to produce persons qualified almost* 
exclusively for clerical occupations, a^id that it is regarded almost 
as an avenue to Government .*»ervice.^ Sir George Anderson, in his 
note prepared for the Punjab Committee, admits that ‘ in its very 
inception, it (the present system ot education) was moulded with 
, the special object of preparing boys for external examinations, the 
passing of which is for many only a# snare and a delusion, and with 
the object of training boys for clerical vocations which arc now 
proclaimed to be overstocked and which offer insufficient avenues 
of employment to large throngs of applicants *, and he proceeds 
to describe the matriculate, whom he regards as the crux of the 
problem of unemployment, as ‘ a derelict, a wanderer on the face 
of the earth, unemployed because he is unemployable The 


‘ The Bengal Committee suggest a classification of unemployment based 
on a distinction between a man who is unemployed through no fault of his 
own and another man who is unemployed becau<5e he is really unemployable 
in, the type of available employment he seeks, frequently through causes over 
which he has no control. See Report of the Bengal Unempfoynient Committee^ 
par. 2. 

* ‘ Our high schools and colleges suffer not for wan| of vocational training 
but for their concentration on training of a definitely vocational but very limited 
type. Essentially practical and utilitarian, they have aimed* at the production 
of Government officials, latjyers, doctors, and commercial clerks .' — .\. Mayhew, 
The Education of India, p. 149. 

• Ai the Bengal Committee observe, one great defect of the educational 
system is that it leads to one end only, namely, the M.A., M.Scf. or B.L. 
examination. * It Is like a bamboo, each joint being an examination and the 
diameter remaining practically the same size from the root to very near the top. 
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average educated Indian looks first to Government service as a 
meafis of livelihood and, failing that, to clerical work ui?der some 
semi-olTicial body, such as railways, municipal and other local 
bodies, port trusts and the like. A further charge made against the 
educational' system is that it renders boys unfit for their ancestral 
occupation, as J;hey cannot for a minute picture thcn^selyes stooping 
so*-K)W’ as to earn their living with their hands, and prefer being 
fiffh-rate clerks afttM* a smattering of education to earning a better 
income ^in the so-('alled niiinual />ccupations, including agriculture. 
The ranks of those who* have traditional aversion to manual 
labour iire tlius swelled by the present system of education^ which 
is* ‘ sterilizing ’ a^id tends to ‘ diminish the intellectual energy of 
those who receive it and is in many cases a positive 'disadvantage 
to them’.- 'J he agricultural, artisan and backw^ard classes them- 
selves are trying more and more to send their children to schools 
and colleges w’ilh a view' to Governnv'nt service and the learned 
professions and thus promote themselves to the higher rungs of 
..the social ladder. This fatal fascination exercised by literary and 
quasi-literary (Tccupations, within whose range of influence even 
the ('lasses who have had no tradition of ‘ letters ’ are being 
increasingly drawn, further emphasizes the prevailing unemployment 
among the educated classes. We must, how'ever, add that while 
it is true enough that parents do not display the necessary vision 
and foresight in choosing occuipations fexr their boys, this m2t,y to 
a certain extent be attributed to the absence of suitable and adequate 
facilities for practical education — agricultural, technical, industrial 
or commercial. 

(iii) Social causes . — There are also cc'rtain social causes such 
as the caste system, early marriage, the joint family ' system and 
communal inequalities, all orf which ‘ operate powerfullv though 
silently in determining as w’(‘ll as impeding the economic ambitions 
and fortimes of the educated men For instance, caste fiat 
prevents educated men from taking to useful occupations which are 
regarded as undignified in the particular communities to which they 
belong. P'arly marriage not only interferes with adequate training 


It has no branches ar\(l the crowning top covers a very small area. What is 
required is a spreading tree with branches going off in as many directions as 
possible at definite' points along the trunk, not all at Uie top.* — See Report of 
the Bengal Unemployment Committee, par. 20. ^ ^ 

* This is Indicated by the large proportion of the educated unemployed in 
Madras being sons of cultivators, as revcdled by certain figures collected in 
connexion ftwith the census of 0031. 

* Sir Philip Hartog’s evidence before the Bengal Committee. 

* Madras Report, p. 18 ; see also vol. I, ch. iv. 
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but also places too early in life the responsibility of maintaining a 
family on the shoulders of young men. The joint family system, 
while it malvQs the burden of this responsibility lighter and olfers 
protection to the weak and the helpless/ leads to economic para- 
sitism and cramps individual initiative and ambition. Unwillingness 
to mov^e oyt wf their abodes and seek their .fortunes away from 
their homes, which is one of the results of the joint f^ffflily 
system, is another sui^gested cause of unemployment among the 
educated classes. On •the other •hand,* acc'c^rding to the, Madras 
Commit tee on middle ejass unemployment, this immobility is on 
the decrease’ and has little bearing on th(' bulk of unemployment, 
which isp mamly tlie result of the supply of men being far in excess 
of the demaind for them.- 

(iv) Economic hackwa^t'cbiess. — I'he most important cause of 
middle class unemployment is the very poor industrial development 
of the country and the paucity of openings available for educated 
young men. In England there are altogether about 16,000 occupa- 
tions c*\cluding the arm), navy and the (dvil services. In India thcro 
are perhaps less than 40. ‘ The mero e'cten^'ion of the facilities for 
^vocational and technical training, it must be remembered, does not 
fully meet the situatimi. It will no doubt speed up the development 
of industries but it will not by itseff call them into existence unless 
special measures are adopted simultaneously for the promotion of 
indystries to absorb the trained men. As the Bengal Committee 
{Report, par. 30) wise!) remark, * In an ideally balanced develop- 
ment technical training and economic progress should proceed 
forw’acd together, each being stimulated in turn by the other. When 
one lags it should receive stimulus and vice versa ’. In the 
•usual discifssions about the causes of unemployment, sometimes 
exaggerated emphasis is placed on the excessively literary character 
of the present system of education in this country and on the 
presence of caste prejudices, to the neglect of other factors such 
as the under-development of the economic resources of India. This, 
as has been repeatedly pointed out, is at the basis of the poverty 
©f the masses and, in the last analysis, dominates all .species of 
unemployment. 


* The Bombay Report shows that 49-46 per cent of tho total, or noaily half 
the unemployed persons in the Presidency, were supporteci by their relatives 
during the period of un^ployment, 8*15 per cent maintained themselves on 
previous savings, 7-67 per cent by casual work, 4-91 per cent by income from 
real property. Ca.ses in which the unemployed had to depend upon vicarious 
charity were comparatively few. See op. cit., ^ar. 94. 

* Madras Report, pp. 18 and 27. 

* See Travancore Report, par. 58. 
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§15. Remedies for unemployment. — Employment Bureaux , — The 
cauSies of unemployment being* many and various, there pan be no 
one sovcreig^n remedy for it. In the first place, certain palliatives 
which have been put forward may be noticed. Employment bureaux 
run by universities, Government departments or private agency, 
have been suggested. Flmployment Boards have been established 
in* the United Provinces and the Punjab, for bringing together 
employers and the unemployed (see §18 below). These would 
undoubtjedly scr^e .'j useful pui:p^)se, if efficiently managed, so as 
to secure public confidence*. We must, Jiowever, remember that 
they c^n at the most bring about a better adjustment between 
stf|pply and d(Miiand, especially in the case of private business firms 
where people employed are not usually of sufficient cjualificalions. 
They canr.ot provide any corrective to the growing excess of supply 
of men in relation to the demand for them. 

Migration or emigration has also been proposed as an antidote 
to uiiemplovMent, hut since middle class unemployment is an all- 
•India problem, migration within the country can hardly be ragarded 
as a solution. It can only equalize the intensity of the problem in 
all parts of the country. As regards emigration, we have already, 
argued elsewhere that, in the existing circumstances, not much 
relief can be expected from it.^ 

§16. Statistical survey of unemployment. — ^The Government of 
India, in a circular issued to the Provincial Governments in May 
1937, have urged the collection of comprehensive statistical material 
as the first step towards the adoption of remedial measures dealing 
with middle class unemployment. The most hopeful line,* it is 
pointed out, is to collect statistics , of employment rather than 
unemployment, and in order to secure reliable statistics the* 
Government of India consider that legislation is necessary. Such 
legislation should pe central in order to ensure uniformity, and the 
Government of India are prepared to promote it, provided the several 
Provincial Governments are ready to support the proposal. In the 
first instance it would probably be desirable to restrict the inquiry 
to an organized industry, that is, regulated factories, mlnesv 
railways. Investi'gaticins may thereafter be extended to various 
commercial ocebpations and possibly less organized forms of 
employment. Such a survey would furnish«a basis for estimating 
the needs of th^ various industries and commercial concerns for 
qualified men with different types of technical qualifications* with 
a view to better correlation of supply and demand. Such statistics 
would also make it possible to form a general estiinate of the 


' See V0I. I, ch. Hi, §§31 and 3S. 



Unemployment 


621 


potentialities of the absorption offered by industry and comnferce 
for educated young men, whether their qualifications are technical 
or general, and thus to reach a position where the probable effects 
of different possible policies on unemployment can be gauged. 
Lastly, the, statistics would help to meet the public need and 
demand for statistical material and would enable the subjeef^to 
be viewed in the light of facts rather than conjectures. We strongly 
support this well-reasoned plea for au all-India sgrvey of empjoyment 
in'* India. ^ * 

§17. OWer remedies. — As stated above, unemployment of all 
grades and shades is in the final analysis the* reflex action bf 
economic backwardness, and everything that leads to the economic 
betterment of the country will obviously be a remedy for unemploy- 
ment.^ Material advance will not only create fresh avenues of 
employment for the middle class, but, by raising the general level 
of prosperity attairfed by the community, will increasef the demand 
for the* services of lawyers, doctors, teachers, etc. Further, with • 
tlie increase in general prosperity oouplcd with the progressive 
Jndianization of the superior civil and military services, the scope 
for employment in the administrative services will expand; and, 
lastly, we may add that any comprehensive programme launched 
» by the Government for bringing about the regeneration of the 
country will itself absorb immediately a certain number of the 
educated unemployed. 

The Madras Committee declare that ‘ the principal remedy 
(at an^' rate so far as Madras is concerned) for the present 
unemployment should be the c^iversion of the educated middle class, 
especially thbse who own or occupy land, ^ to agriculture ^ and to 
facilitate this diversion, the Committee desire that ‘ somehow or 
other the idea that the agriculturist is socially inferior to the clerk 
or lawyer, or the teacher,, must be uprooted T-he Bihar 
Unemployment Enquiry Committee in their Report (November 1937) 
express a similar view and hold that the question of diverting some 
educated young men to agriculture or, at least, preventing their 
migration to towns is very important for an essentially agncultural 
province like Bihar. We have already had occasidn to comment 


* jf/ * The true remed)?^ for unemployment amongst the middle classes, as 
indeed among other classes, is the rapid development of the resources of the 
country?* — Proceedings oj the Fifth Industries Conference (i933)» p. 124. 

* Madras Report, p. 25. The Bengal Committee also make a similar sug- 
gestion and recommend the amendment of the Agricultural Loans and Land 
Improvement Act so as to assist the hhadralok class in Bengal. See Report of 
the Bengal Unemployment Committee, par. 47. 
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on tfic tendency towards absentee landlordism and the dyift of the 
educated classes from the villages to the towns. These evils must 
be checked and the middle classes induced to apply their brains 
to agricultlirc and help themselves and the country. Ther^ are 
already si/:»ns ^that th(' prejudice .aj>ainst agriculUirc and other 
m^-itual occupations is disappearing under the sheer weight of 
economic necessity. 

The^ proposal of the »Madf^s Committee to establish ‘ farm 
colonies ’ is of considerable interest, but has its practical limitatiorfs. 
In the ^first place, barrinj^ provinces like the Punjab' and Assam, 
tltere is not mi|ch good cultivable land available t-to grant to 
the educated uni‘mployed, even if the superior claims of the 
village CO nniunily and the depressed classes were to be.ignored. 
Secondly, as the Madras Committee themselves admit, the tempta- 
tion for middle class parents to send their children fo schools and 
colleges witk a view to Government service would* increase if it 
.became generally known that the Government would find l^nd for 
the unemployed educated youpg men. , • 

The majoritv of the Punjab Unemployment Committee suggest 
that one way of relieving unemployment is to provide facilities 
for higher education only for* I he markedly able, who, if poor, 
should be subsidized by the State, or for those who can pay its , 
full cost (par. iq). We do pot think that anything should be 
done deliberately to increase the cost of education or to limit 
the scope for higher education in the country, though vve admit 
the necessity of somehow making parents realize that the present 
supply of men far exceeds the demand in Government service and the 
legal profession, and that it is necessary for them to think of other 
careers for their ('hildren. The Saprii Committee are also against 
artificially restricting admission of students to the univ’^ersities. 
There is more point in the suggestion of the 'IVavancore Committee 
that the question ot re('ruitnient to all grades of Government 
s(‘rvicc by means of competitive examinations should be seriously 
considered. Definite competitive tests and a stiffening of standards 
will w’ced out .‘.i large Jiumber of candidates and prevent the 
useless ’ ‘ dissipation of energy involved in running about to secure 
recommendations or to cultivate patronage'. Those who fail in 
the competition will know that Government service is out of the 
question for them and this will impel them to do something else 
instead of hanging about indefinitely on the mere off-chaneb of 
obtaining an appointment s(yme time. Tlfis will also*' raise 
educatiottal standards and •enable the services to get better recruits. 
We have already suggested that even if we admit the principle of 
communal representation in the services, it should be tempered 
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by competitive recruitment. The subject of the reform of® the 
educational sy^stem itself has already been discussed.^ 

Lastly, it must be noted that side by side with tlic improvement 
of the educational system^ thcj*e must also be a radical change in 
the social sysljcm and in the general outlook of the people. All 
obsolete ideas and practices whic'h hamper economic (and poli^al) 
progress must be fearfessly denounced, and sustained and slrcnufius 

efforts must be made to destrov them. , For, as the Sadler* Com- 

.*'*• •• » 

mission remark: ‘ The education of a people is not given by schools 
and colleges* alone. Other influences blend with theirs, tlje spirit 
and temper of the community which they serve, Jhc power exerttjd 
over its thoughts and character by prevalent aspirations and beliefs, 
the tone* of its family life, the rules and restraints imp>oscd by its 
social organization, the conditions under w^iich its daily work for 
livelihood is done.* 

S18. The-Sapru (Unemployment) Committee. — We may here 
refer to sbme of the more imp>ortant recommendations of the Sapru, 
(Committee on iinegiployment in the Ignited Provinces as they have 
an obvious bearing on thv' unemployment situation in other 
^provinces, and classify them as follows : (i) those w’hich aim at 
increasing the demand for educated men; (ii) those w^hich aim at 
avoiding excess of supply; and (iii) those which aim al a proper 
adjustment of supply to demand (victual or potential). 

(i) Municipalities and District Boards should be compelled to 
employ qualified engineers and supervisors for the purix)se of 
maintaining roads and buildings in an efficient condition. 

'Fhe (lovernmcnt might with benefit provide more employment 
/or qualified medical men by extending tin* scope of public medical 
relief, by attaching more private practitlijners to public hospitals, 
b^ starting investigations conducted through qualified medical men 
into the efficacy of indigenous drugs, etc. 

Municipalities and District Loc'al Boards should be compelled 
to employ properly qualified medical officers for carrying out their 
(Juties in connexion with public health and sanitation. 

• The overcrowding of the legal profession may, be roniedied to 
some extent by the introduction of greater specialization of 

^ See vol. I, ch. viii, §f; and vol. II, ch. i, §§13-14. also Report on 
Vocational Education in India, by A. Abbot and S. H. Wogd (1937). 

* Tiie Government of Bengal ha\e sanctioned a scheme which is calculated 
to provide vocational trailing in a number of small industries (such as manu- 
facture of umbrellas, biass and bell-metal articles, cutlery goods, glazed pottery, 
washing soap, jute and woollen articles of comiyon use) to the youtl^ belonging 
to the bhadralok (middle) class. Proceedings of the Fifth Industries Conference 
(1933). pp. 123-4. See also the Bombay Government’s scheme of Trade 
Apprenticeship (1937). 
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functions, c.g. some should specialize in drafting documents, others 
in arguing cases, etc. 

The Government should consider the question of restoring, as 
finances peVmit, useful posts which have recently been retrenched 
on grounds of ^economy. 

•^he rules regarding retirement of public servants at the age of 
55* should be strictly enforced so as to give a' chance of employment 
to new^young recruits. 

Large-scale and small-scale industries should be stimulated 
so that; they might absorb an increasing number of our young 
mfen. 

Vigorous steps should be taken to introduce compulsory primary 
education, without which no substantial economic progress is possible. 
This would also mean an increased demand for teachers, and would 
so far rcmed} the existing unemployment. 

(ii) The High School examination should have two kinds of 
('ertificates — one certifying completion of the course of '‘secondary 
education and qualifying for the subordinate branches of Government 
service and also for admission to industrial, commercial and 
agricultural schools, and the other qualifying for admission to Arts 
and Science colleges. In this manner many students who are 
really unfit for a university career in Arts and Science will be 
diverted at the close of their -secondary education, and this will 
reduce the number of unemployable graduates. 

(iii) The facilities for practical training in the various technical 
educational institutions should be extended, and education in general 
should receive a more pronouncedly practical and, in the case of 
primary schools, a definitely rural, bias. ' 

Medical practitioners should be encouraged, if necessary with 
the help of generous subsidies, to settle down in rural areas instead 
of congregating in the few big towns. 

Steps should be taken to develop new professions like pharmacy,, 
dentistry, accountancy, architecture, librarianship, insurance work, 
and journalism, and suitable training should be provided for qualify.' 
ing for these careers. 

An attempt ^should be made to induce agricultural graduates 
and diploma holders to make scientific farmir\g a means of livelihood. 
The development of dairy farming would afford another possible 
avenue of employment for them. 

Steps should be taken to bring qualified educated men hate 
touch with commercial houses for employment. Regional vocational 
guidance ^Authorities shoald^be created for this purpose. * 

The Government should spread broadcast information regarding 
possible careers and bring into existence suitable machinery for 
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skiving sound advice to parents regarding- the aptitudes of their 
boys and ^he choice of a suitable career for them. 

Secondary schools should provide much more diversified courses 
of study than at present, and in the universities greater stress 
should be laid on scientific and -vocational education. 

An Appointments Board, more or less modelled on the Appoint- 
ments Board at Cambridge, should be created for univerSHy 
graduates. It should consist ^f the Vice-Chancellors o 4 the 
universities, certain heads of departm^mts (e.g. pducation, Industries 
, and Agriculture) and sonje public men *and European and Indian 
business men. Similarly a Board should be created to deal with 
the products of the secondary schools, medical ‘and agricultural 
schools, and 'industrial schools. These Boards should be required 
to collect- statistics of employment among graduates of universities 
and products of the secondary schools and intermediate colleges. 

The Government of the United Provinces have recently (October 
1936) announced measures to implement the Sapni Committee’s 
, recomni'^ndations. These include (1) provisiem lor practical training 
in*^ industry and agncultiire under almost commercial conditions, (ii) 
§tate aid in the establishment and running of an industrial credit 
company and a company for marketing and small-scale finance ; 
(iii) subsidies to rural medical practitioners; (iv) establishment of 
•centres of agricultural improvement; and (v) a Provincial Employ- 
ment, Board composed of represeatatives of various interests. 
Additional taxation of Rs. 4 lakhs annually has been voted by the 
l^.P. Legislative Council for expenditure on these measures of 
unemployment relief. 
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CHAPTER XIII 


OTTAWA AND OTHER TRADE AGREEMENTS - 

^§1. Imperial preference. — Before embarking on a 'discussion of 
the Ottawa and other Trade Agreements it fs proposed to give here 
a brltef account of the genesis, nature, objects and limitations of 
imperidl preference' With special reference to conditions in India.? 

There was a time when an influentiaf section of public opinion 
io England regarded the overseas possessions as an extravagance 
for the mother country and injurious to the colonies themselves. 
The d.i> of the ‘ Little Englanders * is, however, long past, and 
England now desires • to draw the bonds of imperial connexion 
closer together. The Colonics on their part have, been showing 
in an increasing measure their appreciation of the material, moral 
and political benefits of inclusion within the Empire apd may be 
said to have taken the initiative in granting certain con'cessiqns * 
to British goods, placing them in a favourable position relatively 
to the goods of other countries. Advocates of imperial preference 
believe that it will not only lead to a large intertwining of economic 
interests among the Empire countries, but also teach the Empire 
to take effective concerted action in dealing with the outside world. ' 

It is well to recognize cfearly certain important provisos to 
which all proposals in favour of imperial preference are generally 
taken to be subject, (i) The adoption of imperial preference should 
not involve any relaxation or modification of the policy of protection 
which any of the States may have introduced to foster its industries. 
India having now gained the right of protecting herself even against 
the United Kingdom, imperial preference would mean in practice 
higher duties on ’imports from foreign countries than on those from 
the Empire countries.* (ii) The concessions granted to the Empire 
countries are to be purely voluntary on the part of the country 
granting them and not dictated either by the mother country or 
by binding resolutions passed at periodical Imperial Conferences, 
(iii) Lastly, th(e view is strongly held, especially in India, that no 
scheme of imperial preference should be such as to provoke inter- 
national ill-will or* to exclude the possibiKty of a closer economic 
unity and of friendly understandings with foreign countries. 

‘For a detailed treatment of the subject Fiscal Commission Report, 
ch. xiii. ' 

* Before the War of 191^18, Imperial Preference was favoured by some 
as the next best alternative to pure protection, which then seemed unattainable. 
See Sir Roger Lethbridge, The Indian Offer of Imperial Preference, p. 8. 
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§2. History of the movement*— -The movement towards Empire 
trade consolidation may be said to have made a start in 1897, when 
Canada lowered her duties by one-eig-hth in favour of British goods. 
In 1898, the preference, fixed at one-fourth of the duty, was given 
to the United Kingdom unconditionally, but so far as the other 
Colonies were ’concerned, it was made conditional on favou sable 
treatment granted b>' them to Canada. The Colonial Conference 
which met in 1902 adumbrated the policy of imperial preference 
a,s one of general application to ^all parts bt the Empire, which 
were invited to fall into line with Canada. Accordingly, preferential 
duties in favour of Great Britain were introduced by New Zealand 
and South Africa (1903) and later by Australia (1907), and the 
United Kingdom was expected to reciprocate and grant preferences 
in return. England, however, was not then prepared to depart 
from her free trade policy. She mostly imported raw materials 
and food-stuffs, and her attitude was that her interests as a great 
exporter of manufactured articles demanded that she should obtain 
t,he fo6d-stufFs and raw materials in the cheapest market. Especially 
in the matter of food-stuffs she was not perpared * to put all her 
* one Imperial basket In the circumstances, the United 

Kingdom was unable to take any part in the general movement 
for imperial preference. The self-governing Colonies, however, 
continued the policy they had begun, hoping that the mother country 
vvotild find ways of joining in at some future date. Since 1920 the 
Dominions and Colonies have given extensive preferences to the 
United Kingdom, and by 1922, preferential tariffs were in operation 
in twenty-six British Colonies. Their tariffs thus came to consist 
of (i) revenue duties, (ii) protective duties and (iii) certain remissions 
*of duty in respect of (i) and (ii) in favour of the United Kingdom, 
and in some cases also in favour of India and other Empire countries. 
There was also a limited free list of commoditie*s taxed, only when 
they came from outside the' Empire. As a general rule preferences 
granted by the Dominions have primarily sought to benefit the 
United Kingdom, and they have been left to be extended to other 
parts of the Empire by special negotiations in*, each c&se. The 
approaches which England had made since 1915 towards protection 
enabled her to grant preferential reduction of, duties on a limited 
number of articles at Empire origin. Great Britain’s formal 
renunciation of a free trade in favour of a protectionist regime 
witji 'the enactment ofii the Import Duties Act in March 1932 is an 
event, of first-rate importance from the point of view of imperial 
preference. 

§3. Preference and protection compared. — In essence preference 
is a form of protection granted to the favoured country. The only 
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important difference is that, under protection, the consumer’s 
interests are sacrificed for the direct benefit of some industry ir 
his own country, whereas under preference the benefit of the sacri- 
fice ^ocs to* the producers in the country favoured. 

Like protection, preference, besi.des imposing^ a burden on the 
roifrumer, may also involve a, sacrifice of Government revenue even 
wli*en it takes the form of raising existing Unties against foreign 
goods while continuing to, apply ^the old rate to the goods of the 
preferred country; for if prices are regulated by the higher rate, 
tlie difference between the higher and lower rate goes into the 
potkets of the fav/5urcd producers. The whole amount of the duty 
paid by the consumer does not find its way into the .Government 
treasury. 

Apart from its uses as an aid to the full development of Empire 
resources, imperial preference is also advocated as tending to make 
the Empire r.elf-suflicient, just as national scH-suffvciency is put 
•forward as one of the aims of protection. As a closed ‘economic 
system, however, the Empire ^would be a highly^ artificial organiza- 
tion and would impose unduly heavy sai'rifices on some of its consti- 
tuent members like India. Considering her economic position, 
India stands to gain by the freest possible development of her 
ec(jnomic relations with a number of countries which happen to 
lie outside the Empire. Imperi/il self-sufficiency again will not be 
of any appreciable benefit from the point of view of military safety, 
nor would it reduce the co^t of defence. England glories in her 
far-flung Empire, but its far-flung character makes the maintenance 
of one of the biggest navies in the world a matter of vital import- 
ance wdiethe'r for w'^arding off an attack on her possessions or 
transporting essential goods from one part of the Empire to another. 

§ 4 . Indian attitude .towards imperial preference. — As a membv^r 
of the British Commonwealth, it might be urged, India ought to 
be interested in imperial preference in so far as its object is to 
increase the strength and solidarity of the Empire. She is, how^- 
ever, less fortunately situated in this respect than the self-governing 
Dominions. Tho' Dominions having received the gift of self-govern- 
ment from the itiother country arc bound to her by ties of gratitude. 
As between themsejves also their relations are cordial and not 
marred by any sense of grievance or injustice between Dominion 
and Dominion. It must be frankly admitted that India’s position 
is different. She feels that in her attempt ^to realize her political 
and economic aspirations, she has often been thwarted and depressed 
by Englahd, and the anti-lf.dian legislation enforced by thfe Colonies 
against her has naturally embittered her feelings against them. 
And human nature being what it is, her w^ill to promote the cause 
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of imperial preference is bound to be largely paralyzed so long as 
she reinWns politically discontented; while to induce the Cdlonies 
to withdraw or substantially mitigate their anti-Asiatic legislation 
is patently a task of the greatest dilhculty. 

§5. Economics of imperial preference in relation* to India. — 
Assuming,* hotvjEver, that India* is anxious to do her.best for imperial 
preference," the next question is how far it will be within her p8wcr 
to help England and the oi^her members of the Emgirc* by 
preferences and what 'direct economic benefits are likely ^o accrue 
to herself by preferencoh granted to her. In this connexion it will 
be necessary to examine briclly the position as regards India’s 
export and import trade as summari/ed in the subjoined table, which 
shows the* percentage share of the British Empire and the 
United' Kingdom in the import and export trade in merchandise 
only.‘ 
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Yhe following main facts must be borne in mind as being 
relevant to^ the question at issue: 

(i) India’s imports consist largely of .manufactured articles and 
her exports of raw materials and food-stuffs, (ii) In the pre-War 
period about two-thirds of her total impofts came from the British 
Empire, the United Kingdbm contributing by far the largest .hhare 
to the imports from the British Empire, (iii) Before the War, 
Indian exports went preponderantly to foreign countries, only about 
Vorty per cent of the total exports being absorbed by the British 
Empire. The exports to the United Kingdom ahiounted.to about 
one-fourth of the total exports, (iv) During the post-War period, 
as the above table shows, there has been a* tendency towards a 
gradual relative decline of the importance of the. United Kingdom 
ar^d*the British Empire in the trade of India both as regards exports 
and^ imports, but ^ specially as regards imports. Between 1932-3 
and T933-4 there was an improvement in the position of Great 
Britain, her share in imports having risen to 41*7 per* cent from 

* Review of the Trade of India, 1936-7, p. 201. 
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35*5 per cent in 1931-2. This recovery has been largely attributed 
to Great Britain’s favourable position in the Indian market under 
the Ottawa Preferences. ‘ In recent years, however, the percentage 
share of the United Kingdom has been on the decline, being 38*4 
in 1936-7. Her share in the export trade has, however, considerably 
improved, with ‘the result that the* usual excess ot iherchandise 
imp^ts over exports in the case of our trade with the United 
Kingdqm was transformed in the* year 1936-7 into a favourable 
balance (jf Rs. 13 crores. * , * ' 

With regard to the artiheial stimulation of imports from the 
United Kingdom and other Empire countries, we must not forget 
that India is a poOr country, and the protectionist policy on which 
she has embarked will require on the part of her population various 
kinds of sacrifice. The, capacity of the country to bear *further 
burdens on the score of imperial preference is strictly, limited, and 
the actual concessions she may be in a position to grjint are likely 
to appear insignificant. * , 

• In 1903 the (government of India expressed the view that * fronv 
an economic standpoint India has something, but* not perhaps very 
much, to olTcr to the Empire, that she has very little to gain in 
return, and that she has a greaj deal to lose or to risk They 
feared that preference shown by India to Empire countries W'ould 
be met by retaliatory measures against her on the part of foreign 
countries. No doubt the tendency at the present time is to regard 
inter-imperial trade arrangements as strictly matters of domestic* 
concern, and not as hostile acts aimed at foreign countries. 
However, whether we can safely regard the danger of retaliation as 
negligible wiH depend upon the spirit inspiring any particular action 
taken in furtherance of tbc policy of imperial preference, and the * 
extent to which foreign nations are adversely affected by it. Her 
foreign markets are much too important for India to be lo.st or 
endangered ’through any ill-judged policy of imperial preference. 

As imperial preference implies co-operation of free peoples and 
not dictation by any outside authority, it follows that all proposals 
towards imperial preference must receive the sanction of the Indian,* 
Legislature before*being put into force. How far the Legislature 
will be allowed to exercise a decisive influence in shaping the tariff 
policy of the country under the new constitution remains to be' 
seen. Everything,, of course, depends on the manner in which 
the safeguards and the provisions in respect of discrimination** are 
interpreted. 

* This subject has been discusSed in greater detail in cn. vi, 314. 

* This view was repeated by India’s representatives at the Imperial Economic 

Conference of IQ23. • .See vol. I, ch. xiii, §19. 
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§6. The t)ttawa Agreement. ^ — ^The Imperial Conference \^ich 
met in London in October 1930 discussed the question of imperial 
preference and other methods that were suggested, such as the 
Quota System, Bulk Purchase, , etc., by which the Empirie countries 
could utilize ope another more and more effectively for mutual 
advantage. No ’ tangible result was, however, achieved by 
Conference beyond a iflutual assurance on the part of the members 
of the Empire regarding the continuance jof existing preferences for 
a “period of three years. Sir Geoffrey Gorbett* the Indian cfelegate, 
stated that while India was ready to consider favourably all schemes 
designed.to epcourage the development of inter-imperial trade she wscs 
iinable to commit herself to any general scheme of preference, and 
that she, was not prepared to depart from her policy of discriminate 
protection. At the Imperial Economic Conference held at Ottawa 
during July- August 1932, however, a Trade Agreement was 
concluded, and* IndU found herself participating in just such a scheme 
of extensive imperial preferences to which she had all along shown 

strong antipathyj We have already® reviewed the Indian Tariff 
(Ottawa Trade Agreement) Amendment Act of 1932 (December) 
'which gave effect to the tariff changes necessitated by the general 
trade agreement made between tho Government of India and His 
Majesty's Government in the United Kingdom on 20 August 1932. 
The tariff changes so effected came into force from i January 1933. 
A s\ipp]ementary agreement regarding iron and steel was signed 
on 22 September. Both the agreements were ratified by the Indian 
Legislative Assembly. The Ottawa Trade Agreement could be 
terminated at any time after six months' notice of denunciation by 
either party. We propose htere to state briefly the case for and 
against Ottawa, as this will give us an Idea of the arguments and 
tlte passions behind the question of imperial preference as affecting 
India. 

§7. The case for Ottawa. — ^The first phase of the recent 
economic crisis was characterized by a great decline in all prices, 
but a relatively heavier decline in the prices of raw materials. 
In consequence of this, India, along with other , suppliers of raw 
materials, was particularly badly hit. In addition to, this, hej: export 

* See Press Notes issued by the Director of Public Information, India 
2nd Ottawfl and India's Foreign Trade Policy (1936). The best statement of the 
case dgainst Ottawa is to be found in D. R. GadgiPs Imperial Preference for 
India (Gokhale Institute of Politics and Economics, Publication No. 2), and the 
series “of articles contributed by the same author to the Servant of India between 
16 January 1936 and la March 1936. The reaty^r is also referred tc^ D. Ghodi,, 
Revision of Ottawa (1936), and N. R. Sarkar, Indo-British Trade Relations; 
Ottawa and After (i937)> 

■ See ch. ai, §5. 
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tra4e was being subjected to growing competition ip western 
markets. Virgin lands in many parts of the world — in Africa, 
South America, the Asiatic Archipelago, etc. — were being brought 
under cultivation, and their produpts began to be introduced to 
the world markets all the more .easily because 0/ the improved 
tr^ sport facilities. 

• In other countries also production was expanding, and foreign 
exporters who before the ^Var wpre compar^itively insignificant were 
now proving serious competitors : the ^ force of the increas*cd 
competition was keenly felt by some of our main' exports like 
oH-seeds, textile fibres, food-grains, timber, etc. The* position was 
further made difficult by the policy adopted by many of the European 
countries and the United States of America of stimulating the 
demand for the products of their own colonies in the tropical and 
siib-tropiral regions. Another factor of ominous significance for 
countries lik# India was the rapid development of synthetic' substi- 
,tutes, which tended to reduce the demand for some of ilndia’s 
staples of export. Many countries, again, had embarked on a 
policy of economic isolationism which led to the erection of higher, 
tariff walls, the imposition of ‘ contingents * and quotas, the insti- 
tution of stringent foreign exchange controls and other^ restrictions 
on the free flow of international trade. 

In the meanwhile (September 1931) Great Britain had abandoned 
the gold standard, and the currencies of India and of most of the 
other Empire countries were linked to sterling. By the Import 
Duties Act of 1932, referred to above, duties had been imposed in 
Great Britain on a wide range of articles covering nearly two-thirds 
of the total imports. Provision was, however, made for the* 
exemption of Empire products from these duties, pending negotia- 
tions with the Dominion's and India for the conclusion of reciprocal 
tariff arrangements — negotiations whiqh eventually issued in the 
Ottawa Agreement. In the opinion of its advocates, it was a wise 
step on the part of India to have entered into the Agreement, for 
failure to do so would have meant forfeiture of her access to the 
world's fnost stable apd largest open market, namely the United 
Kingdoifi. As •explained above, the normal outlets for India’s 
exports were shrinking fast. Other couqjlries like France and 
Germany were still struggling with currency difficulties. The 
countries belonging to the sterling group were on the other ihand 
comparatively free from these difficulties, and trade with them ^as 
for that reason likely to be smooth and unhampered by exchange 
embarrassments. For all these reasons it was argued that India 
had acted in her best interests by deciding to participate iq the* 
Ottawa arrangements. 
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Reviewing the main features of India’s export trade three «years 
later (in 1936), the friends of the Ottawa Agreement were able to 
prove, to their own s«ntisf action, that India had reaped substantial 
benefits from the Agreement apd urged its continuance for a further 
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As seen from the above figures, between 1932-3 arid 1933-4 India's 
export trade to the United Kingdom increased by aS’a per cent, 
while her trade with other countries advanced by only 4 per cent. 
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The increased demand for raw materials was no doubt partly 
responsible for this improvement. But industrial recovery in the 
United Kingdom was by no means uniform over the whole range 
of production. The degree of recovery was greatest in 'the heavy 
industries, the raw materials for which are no^t supplied by India 
on any large sc&le. Therefore this factor could not be taken^as 
accounting wholly for file increase in Indians exports to the United 
Kingdom. Further, thq import trgi^e figiircs ^0/ the UnitetJ King- 
dom for 1932 and 1933 showed an increase in imports from India 
more than proportionate to the increase in the total impprts of 
raw mat(;rial<^ pointing to the conclusion that the .preferences must 
have contributed largely to the expansion in India's exports in 
1933 - 4 - . 

The figures for 1934-5 revealed a certain slowing-down in the 
rate of improvement- But this was only to be expected as the 
stimulus of a preferential duly would normally be felt most markedly 
in the firsit year and the rate of development would show a pro- • 
gsessive decline unjil the limit of expansion was reached. More- 
over, in the later years certain special factors supervened causing a 
definite check in the trade with the United Kingdom in certain 
commodities like tea (of which the exports were restricted in 
accordance Vith an international agreement), while other special 
"factors at the same time operated, to expand India’s trade with 
other countries. For example, Ihere were abnormal purchases of 
Indian cotton by Japan to make up for the short purchases during 
the 19^3 boycott of Indian cotton in that country.^ 

The figures given above show that while the export of articles 
in the prefe/'red group rose by about 10 per cent, the export of 
the non-preferred articles rose even higher, namely, by more than 
iS*per cent. This was interpreted by hostile critics as justifying 
the conclusion that the extension in the trade in the preferential 
items was due, not so much to the Agreement, as to the pneral 
increase in the demand for Indian goods in the United Kingdom 
caused by the revival of industrial activity, and further that in 
regard to the preferential items, the preferences '^ranted by the 
United Kingdom were of little benefit to India. 

This view, however, ignored several material facts. The total 
imports coming from alf sources of the articles on the preferential 
list into the United Kingdom fell by about 22 peV cent between 
, 1931, and 1934. The imports from India thus increased in a market 
which ^ was on the whole contracting, and therefore* it was legiti- 
mate to infer that the special factor of* imperial preference must 


* Sfo §12 below. 
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have helped. The expansion in the non-preferential group was not 
surprising because this group comprised articles which had not to 
face any serious competition abroad and were for that reason not in- 
cluded in ‘the preferential list. Aggiin, in the case of some qf the 
important items in the non-preferential group, there were certain 
Cjiwte specially favourable influences (apart from Industrial revival) 
accounting for the increase in their off-tafce. Thus the increase 
in the ^demand for^ cottoir wa.^ .largely dut* to the propaganda of 
the Lancashire Indian Cotton Committee. The inerease in rubber 
was d\\c to the restriction scheme; that in metals and ores to the 
renewed a('tivity* in the heavy industries (as distinguished from 
S^etieral industrial revival) ; that in lac, to speculative •purchases by 
the LondcMi ‘ring', \\hirh tried to operate a corner in shellac and 
pepper, and so on. 

The contention of the critics of the Agreement that the increased 
exports to rtie United Kingdom represented merely* a diversion of 
‘ trade was met by pointing out that while the increase "of .exports 
to the United Kingdom couJd fairly be attributed to the Otta\la 
preferences, the decline in the exports to foreign countries was 
due to the policy of self-sufliciency followed by these countries 
for reasons entirely unconneefed with Ottawa. In fact, it was 
precisely this policy of restriction and the consequent loss of trade , 
from which both India and England sullered, which forniec^ the 
principal justification for Ottawa. It was no doubt true that India 
had hitherio been able to sell about two-thirds of her exports to 
countries outside the British Empire. But that she was /inding 
it more and more difficult to retain her hold on these foreign 
markets was not her fault. The system of preferesices was a 
measure of self-defence adopted by India. Some of its consequences, 
e.g. a decline m India’s import trade with foreign countries 
followed by a corresponding diminut\pn of her exports to them, 
were no doubt deplorable. But they were not of India’s seeking 
and were in the circumstances inevitable. One of the arguments 
against the Ottawa Pact was that it would lead to retaliation 
against India b)i*her foreign customers. But the various restrictions 
on import trade imposed by foreign countries were universal in 
character and not specially discriminatory against India. They were 
inspired by certain new ideals of trade policy, and there is no 
evidence to show that they were the result of irritation 
the Ottawa Agreement. • • 

§8. The case against Ottawa. — ^Those who* opposed the Ottawa 
Pact did* so mainly on tha ground that it tended to defllSct India’s 
trade from its natural channels and to give it a deliberate twist so 
as to inflict serious damage on it. If the preferences decreased 
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competition io the United Kingdom, they made it more severe in 
the other* far more important foreign markets. An examinjftion 
of the principal items of preference seemed to prove that only a 
few articles such as linseed, carpets, rugs and rice had derived 
any positive benefit from the firefcrence. Since the separation of 
Burma fronf India from i April 1937, four important commodities 

• Avhich enjoyed preference under the Ottawa Agreement (viz. i*ft'e. 
tcakwood, pig-lead, and paraffin, vax), have dropped out (jf tlie 

• p(j5sible scope of any ftesh agreement vrith tjig United Kiygdom.^ 

• In most oth^r cases the* vindication of the Ottawa arrangements 
was found to be either insufficient pr wholly wanting. pQr some 
articles tlie preference granted was really not needed. For exampfe, 
the tea trade was taking good care of itself through the Tea 
Restriction Scheme by which the main producers of tea, namely 
India, Ceylon and Java, had already come to an agreement amongst 
themselves. Fven if India should lose some ground to Ceylon in 
the United Kingefom maikct, she might make that up^ by a 
eprrespa^nding gain in other markets under the scheme of fixation, 
of total export qudtas with reference to estimates of total' world 

•I'onsumption. Preference, again, was unnecessary where the com- 
modity in question already dominated the market in the United 
Kingdom, 47s in the case of jute manufactures, goat-skins, castor- 

• seeds, lac, myrobalans and mica. In other cases the possibility of 
further expansion was slight for a* variety of other reasons such 
as (i) the presence of other Empire competitors, e.g. Australia in 
tanned sheep-skins; British West Africa in groundnuts; Australia 
and Canada in pig-lead; Ceylon in coir-mats and spices; British 
East Africa in coffee. In sorpe cases, the United Kingdom market 
Was very small as compared to foreign markets, e.g. in' groundnuts. 
Again, as regards certain articles, the total exports from India 
were too insignificant to make it worthwhile encouraging trade in 
them either by preference or otherwise, e.g. in rice, barley and 
tobacco.- Sometimes, the Indian commodity was not of the type 
w\anted in the United Kingdom and hence could not benefit from 
tfjjc preference, e.g. Indian tobacco. Lastly, the effects of the 
preference might be largely cancelled by thc?» compefition of 
substitutes, as in the case of oil-seeds. 

• Another objection w|is that the preferences either caused a loss 
of revenue to the Government (i.e. in so far as trade was diverted 
from ‘the higher to the lower duty) or to the consumer (i.e. in so 

‘ Article by B. K. Madan, * Bilateralism and Indian Trade \ Indian Journal 
of Economics^ July 1938. 

“ Sir Bryce Burt, however called the tobacco trade ‘ the valuable trade of 
;^Q,ooo,ooo ' in an Assembly debate. 
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far as the consumer was compelled to buy comparatively expensive 
gocxls instead of cheaper non-British goods). Neither the Govern- 
ment nor the consumer in India was in a position* to afford this 
sacrifice. 

Imperial preference may suit the Colonies and Dominions whose 
trade with the, United Kingdom is of a complen^elitary character. 
Kni?;dand desires the primary products whiich the Dominions, cs- 
p&ially Australia and Canada, have to offer, and, as it happens, 
they are able and .willing to absorb a great many British manu- 
factures. In both respects* India’s position is different. It is more 
advantageous and more feasible for her to find markets for her 
products elsewhe'-e than in the United Kingdom, artd hbr varied 
natural resources make it possible for her to think of self-sufficiency 
as a goal of her ambition, in fulfilment of which she desires pro- 
tection against the competition of a number of Britisl^ manufactured 
goods at present imported into India. 

The posNWar trend of India’s foreign trade has been away from 
the Empire^ and it is most important that she should make a 
systematic and determined cpdeavour to retain the foreign markets 
which absorb the greater part of her exports. Under present 
conditions the only method of achieving this is by entering into 
a series of bilateral agreements with foreign countries.* Ottawa, 
however, has sadly reduced India’s capacity for bargaining by 
tying her hands in respect of fa*- too large a number of commodities, 
so that she finds she has hardly anything to offer to foreign 

countries in return for any concessions .she may seek from them. 
It is not likely that these bilateral agreements with other countries 
will seriously affect India’s exports to the United Kingdom. Most 
of our exports to the United Kingdom are raw materials which 
British industry is interested in admitting free of duty. Moreover, 
England is our main creditor, and payment can only be effected 
through our surplus of exports over imports. Until recently 
this surplus arose in connexion with our trade with foreign 

countries; and even today the bulk of it thus arises. England 
must either take the necessary measures to enable us to retain our 
foreign fharkets.or open her own market to us to make up for what- 
ever loSs we may suffer by the shrinking of the foreign markets. 

Otherwise it will bej impossible for India tp meet her obligations iln 
England. The drift of the argument is that we need not fear retali- 
ation on the part of the United Kingdom even if we refuse to 
participate in inter-imperial arrangements on the Ottawa model. 
Also retaliation on the part of England would endanger hei' own 


* See ch. vi, §13. 


® See §25 below. 
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considerable exports to India — worth more than Rs. 50 crores per 
year. 

Much capital has recently been made by the supporters of the 
Ottawa agreement of the reversal of the balance of trade in recent 
years between India and the United Kingdom. Until 1^35-6, India 
used to haye a negative balance of trade with^the JJnited Kingdom 
in spite of the fact that this country has had to make large payments 
to England on account of ‘invisible* imports such as the Hftme 
Charges, shipping freights, profits on foreign capital invested in 
IVidia, etc. In 1936-7 there was actually an export surplus of Rs. 13 
crores in India’s favour. It has therefore* been suggested that 
India should accord a generous treatment to the United Kingdom 
in any future trade arrangements. We may, however, point out 
that so* far as it is proper to consider the trade balance on the 
narrow basis of bilateralism, we must add to the imports of 
merchandise from the United Kingdom, our ‘ invisible * imports from 
that country.* This is all the more necessary today since owing 
to th^ d&line in triangular and multiangular trade, especially with 
fi!uroi>ean countries, we must have; a larger export balance in 
merchandise with the United Kingdom. To some extent the 
operation of the Ottawa Agreement itself may be held responsible 
for this result, which therefore d6es not constitute a justification 
for liberal* concessions to the United Kingdom. It has also been 
pointed out that a good portion^ of our exports to the United 
Kingdom is the product of British capital and enterprise in this 
country and the loss which might result from any restrictive action 
by tjic United Kingdom against India will adversely react on 
Great Britain herself.^ 

, An important cause of 'dissatisfaction with Ottawa was the 
feeling that the Indian Delegation (wHich did not include any 
responsible representatives of Indian commerce, industry and agri- 
culture) failed to make full use of India’s bargainir\g strength 
vis-i-vis Great Britain and gave away too much and received too 
little in return. The agreement was too hastily devised and enforced 
^nd was not based on any thorough inquiry by a competent body 
Such as the Tariff Board, which should have applied tesfts similar 
to those implied in the policy of discriminate protection before 
jrecommending any Empire industry to preferential treatment in 
India. 

Xhe controversy with regard to the effects of tariff arrangements 
suth as those embodied in the Ottawa Agreement is difficult to set 

* See article by Di* V. K. R. V. Rao, ‘ The Indo-British Trade* Agreement ’ 
Indian Textile Journal (April 1937)' 
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out with precision. The course of international trade is governed by 
a variety of factors and it is impossible to assign definite con- 
sequences to any single factor or to attempt with apy confidence 
a quantitative measurement of these consequences. In these 
circumstances, the only course to adopt is to state fairly the Case 
on cither side leaving the reader to form his own 4ud[gcment on 
tlic question, and this is wliat we have tried to do above. 

^9. The Assembly’s adverse verdict on the' Ottawa Agreement. — 
On 30* March 1936 the Indian Legislative Assembly turned down 
by a resolution tlie Cittawa' Agreement and its sequel the Indd- 
British Trade Agreement (see S20 below") and voted against their 
continuance, 'riie, following is the text of Mr M. A. Jinnah’s 
amendment to the ollicial resolution carried by the Assembly. 

‘This Assembly recommends to the Governor-General-innCoimcil 
that the Ottawa Agreement dated August 20, 1932, be terminated 
without delay and notice of denunciation be given in terms of 
.Article 14 th*"reof; the Assembly further recommelids that the 
(fovernment of India should immediately examine the trend pf the 
trade ot India with various otlu^'r important countries and the United 
Kingdom and investigate the possibility of entering into such 
bilateral trade treaties with them, whenever and wherever possible, 
to bring about expansion of the export trade of India in those 
markets and submit such treaty or treaties for the approval of the 
Assembly. 

The amendment was carried by 70 votes to 65. The Govern- 
ment of India being committed to abide by the decision of the 
Legislative Assembly, the six months’ notice of termination of the 
Agreement was given on 13 May 1936 and the Agreement conse- 
quently was due to end on 13 November 1936. This*, period of, 
notice afforded an opportunity (^f concluding a new" agreement. 
Negotiations were .set on foot between the British Government 
and the Government of India, who are being assisted by a panel 
of non-official advisers.* A Commerce Department communique 
dated 20 October 1936 stated that pending the conclusion of a new 
agreement the two Governments agreed that the 1932 Agreement, 
should continue in force subject to termination at three months’ 
notice by cither party, unless it was replaced by a new Agreement. 
Also that in the event of failure to conclude a new Agreement^, 

‘ .See also §25. .. 

* These are .Sir Purshottamdas Tliakurdas, Mr Birla, Mr Kasturbliai 

Lalbhai, .Sardar Dalar Singh, Nawabzada Liaquat Ali Khan, Dr P. Subbafayan 
and Sir Edward Benthall. Owing to the resignation of the last tWo members, 
the Raja of ^Parlakimcdi and Prolessor W. Roberts wore appointed as non-official 
advisers. 
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neither partj should withdraw the existing preferences without 
prior conjultation with the other party. 

§10. Protracted negotiations for a new Indo-British Trade 
Trfcaty. — For the last two years and more protracted negotiations 
have been in progress belwccn the Government of India and the 
British Gov«rniiient for the conclusion of a new trade treaty in 
place of the Ottawa Agreement of 1932, which still continuek^ to 
operate in the absence of a new, trade agreement between tlve two 
countries. 

As it is not possible here to review in detail these negotiations, 
it is proposed briefly to indicate the principal stages. 

The Indian non-ofiicial advisers met in September 1936 in order 
to examine the proposals sent by the British Board of Trade. 
The general impression was that the British trade proposals were 
pitched too high, and it was, therefore, decided to adjourn the 
Conference pending the receipt of revised proposals. Later in 
December (1936), when I he non-oflicial advisers met in Delhi, some 
fundamental principles were laid down for acceptance by the’ 
Government of the United Kingdom before proeceding with further 
, negotiations. It is understood that these principles were acceptable 
to the British Government. 

The Indian Delegation of non-oflicial advisers and Sir M. 
Zafrullah Khan, Commerce Member to the Government of India, 
wept to London in the latter part of the yeai 1937 and carried on 
negotiations with the rcprcscntalivcs of the British Government, 
without, however, reaching any conclusions, and returned to India 
in October 1937. After a careful review of the position the 
Government of India decided tjiat further progress should be sought 
-\long certain lines suggested by the non-oflicial advisers. In 
January 1938 the Government of India deputed the Hon’ble Sir 
m! Zafrullah Khan to Ix)ndon to expedite the negotiations by 
personal discussions. He r^urned to India in April 1938 and held 
consultations with the non-official Jidvisers in regard to the progress 
made in the settlement of major issues.^ At this stage it was 
realized in England that the crux of the problem lay in a settlement 
with Lancashire. In May 1938 the British Board o£ Trade therefore 
sent a delegation representing the Lancashire textile industry to 
carry on further negotiations in India. As explained more 
fully in §19 below, these textile trade talks at Simla proved 
futile „ and the Lancashire Delegation had unsuccessfully to 
retuPTn to England. • Thereafter the question was taken up 
by the two Govefrnments. Sir M. Zafrullah Khan went a 


^ See M. P. Gandhi, The Indian Cotton Textile Industry (1938 Annual), p. 55. 
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third time to England in June 1938 and brougi^t back with 
him' the revised proposals of the Board of Trade, whicti recently 
(September 1938) were declared unacceptable by the Indian non- 
ofHcial advisers by a majorit}* of five against two. Besides the 
Lancashire* issue regarding cotton and textiles, other difficulties 'seem 
to have arisen.* The hope entertained by the Government of India 
thjit it would be possible to announce beforp the end of the Simla 
sessiop (September 1938) that the principles of the Agreement had 
been settled bet^\ee/l, the ’Board • of Trade and the Government of 
India has thus been frustrated. Once ag?in it is necessary for the 
latter to take up with the Board of Trade points raised by the 
non-official advisors and try to persuade the Board to'accdpt them. 
For tlie moment (October 1938) we have to rest confent with the 
assurance given by the Commerce Member in replying to a*question 
in the Assembly by Mr S. Satyamurthi that the Government were 
trying to do whatever they could to bring about an agreement 
acceptable trt both the parties. *’ 

The importance of an early settlement of this long-drawn-out 
controversy cannot be gainsaid. Indian opinion is getting restive 
over the indefinite extension of the Ottawa Agreement, the. 
('ontinuance of which was disapproved over two years ago by the 
Legislative Assembly.^ So long as this question is not settled one 
way or the other, it is found none too easy to start negotiations 
for trade agreements with countries other than the United Kingdom 
in pursuance of the Resolution passed by the Assembly in March 
1936. Lastly, the period of protection at present enjoyed by the 
Indian textile industry will expire on 31 March 1939 ai>d the 
question has to be determined early by a special Tariff Board whose 
appointment' has been delayed pending the conclusion^ of a fresh 
Indo-British commercial treaty. The hope may be expressed that 
good sense will prevail. on both sides and that the Indian point of 
view will be better appreciated by Lancashire and the British Board 
ol Trade so as to make a reasonable trade agreement possible 
between the two countries in their mutual interests. 

§11. Other trade agreements.^ — ^Wc shall now review the other 


‘ The apprehensions^ felt by the Assembly in this matter were given expression 
t<» by a Resolution moved by Mr S. Satyamurthi and carried by the House ort 
2 April 1938 recommending * to the G<»vcrnor-Gcncral-in-Council that no steps 
should be taken to conclude a fresh Indo-British Trade Agreement 6r any 
Trade Agreement of a similar nature without first^ consulting the Assembly 
* See (i) Report of the Millowners' Association, Borhbay (Annual). 

{u)Jndian Textile Journal, 1933-4, i 934 - 5 » July *936, May 1937, May- 
September 1938. 

(ili) Review of t}ie Trade of India (Annual). 
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important trade agreements and consider in general the futurg of 
bilateiat tfade agreements so far as India is concerned. The trade 
agreements other than the Ottawa Agreement are: (i) The Indo- 
Japanese Trade Agreements of 1934 and 1937, (ii) The Bombay- 
Lancashire Textile Agreement, popularly known as the Mody-Lees 
Pact (1933),* (iii) •flic abortive Indo-Lancashire Textile Talks (i9'^8)i 
and (iv) The Indo-Britash Trade Agreement (1935). • 

§12. Genesis of the Indo-Japenese Trade Agreement ( 1934 ). — 
Wfi have already^ referred to th 5 *denphciatk)fi of the old Indo- 
Japanese Trade Convention of 1904 by the Government of India in 
April 1933. The continuous depreciation of the yen sidee t^c 
beginning of 1932 placed Japanese exports to India in a very 
favourable position towards the end of 1932-3. Indian mills were 
faced with a serious crisis and the Government of India had to 
intervene. The increase in the import duties to 50 per cent ad 
valorem with a minimum specific duty of 5J as. per lb. on plain 
grey non-British cotton piece-goods in August 1932 was insufificient 
tej meet the Japanese competition, and the Indian textile industry ' 
continued to agitate for additional* protection. His Majesty's 
•Government on behalf of the Government of India were thereupon 
compelled to give the necessary six nymths* notice to the Government 
of Japan of Xheir desire to abrogate the old Trade Convention (1904) 
under which Japan enjoyed the privilege of the most-favoured-nation 
treatment. So long as the trade cbnvention of 1904 remained in 
force it w'as not possible for the Government of India to take any 
action against Japan alone under the Safeguarding of Industries 
Act, passed in April 1933 by the Indian Legislature, which empowered 
the Government to take tariff action whenever the trade and industry 
o*f the country was threatened by cheap imports from foreign goods. 
The decision of the Government of India to denounce the Indo- 
Japanese Trade Convention led to a movchnent nn Japan for the 
boycott of Indian cotton byway of reprisal. But the Agreement 
between the Japanese spinners and raw cotton dealers not to accept 
Indian cotton was not definitely reached until after the promulgation 
iii India of the tariff changes of June, 1933, which annoiviced an 
increase in the duty on foreign (including Japaneste) cottoii piece- 
goods to 75 per cent ad valorem with a minimum specific duty of 
annas per lb. on plain greys. A Japanese 'delegation came to 

,(iv) Indian Finance, I^do-Japanese Trade Agreement Supplement, 15 July 
1936. 

(t) Report of the* Special Tariff Board on Textile Industry (1936). 

(vi) Reports of the Indian Merchants* Chafhher (Annual). * 

(vii) M. P. Gandhi, The Indian Cotton Textile Irtdustry (1938 Annual). 

* See p. 38. 
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Indija and met the official apd non-official representatives of the 
Government of India at Simla in October 1933. After negotiations 
lasting more than three months, an agreement was reached between 
the two sides. The Japanese boycott was withdrawn in January 
1934 and at the same time the 75* per cent duty was reduced to 
50^ per cent by the Government of India. A* ne^ reciprocal 
commercial treaty was drawn up, and was signed in London on 
12 Ji< 5 y 1934, although the provisions relating to the regulation of 
imports!^ of Japanesb 'piece-goods* had come into force earlier, i*e. 
on 8 January 1934. . • 

•. §13.* Provisions of the Agreement ( 1934 ). — The Agreement of 
1934 with Japan consisted of two parts, the Convention and the 
Protocol. The Convention laid down in broad outline the trade 
relations between the ‘two countiies in future, and the Protocol 
specified the agreement reached regarding the importation of cotton 
piece-goods from Japan into India and the export. of raw cotton 
from India to Japan. The Protocol without the Convention was 
to come to an end automatically on 31 March 1937, a*nd the 
Convention would terminate on the same date, if denounced by either 
of the contracting parties by giving six months* notice. * 

The main provisions of the Convention were as follows: (i) 
Both the contracting parties agreed to extend to each other the 
most-favoured-nation treatment, (ii) At the same time both the 
parties had the right of imposing or modifying from lime to ‘time 
special customs duties on the imports from each other at such rates 
as might be necessary to correct the effect of any variation in the 
exchange value of the yen or the rupee in relation to the rupee or 
the yen respectively, subsequent to 3'! December 1933., (iii) While 
both the parties reserved the right to make such changes in their 
customs tariffs as might be necessary for the protection of their oWn 
interests, ,they were agreeable, when requested to do so by cither 
of them, to enter into negotiations with the object of reconciling 
as far as possible the interests of the two countries. 

The principal articles of the Protocol were as follows: (i) Tlje 
customs* duties be imposed on importation into India were not *to 
exceed 'the following rates: 

(a) Plain greys. 50 per cent ad valorem or annas per Ib^, 
whichever is higher; 

(b) Others*. 50 per cent ad valorem. 

(ii) Article 3 of the Protocol prescribed «a system of quotas for • 
the imports of Japanese cloth into India and the export qf raw 
cotton from India. Under this arrangement Japan was allowed 
to export to India in any cotton piece-goods year (i.e. the year 
beginning on i April) 325 million yards of cloth provided she 
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purchased orie million cotton bales from India in any cotton year 
(i.e. the ^ear beginning on i January). This was the basic quota. 
The largest quantity of cotton piece-goods that Japan could send to 
India was fixed at 400 million yards a year. For this purpose the 
basic allotment of 325 million yards was to be increased by ij 
million yards fo<* every 10,000 bales of the excess* over i million 
bales taken in any cdtton year. The quota fixed for raw co^on 
and cotton piece-goods was exclusive of re-exports. • 

* (iii) The sub-allotment of the cotton, piece-goods w'hich might be 
sent to India, in any year tvas divided into four .categories as follows: 

(fl)^ Plain greys 45 per cent. (•?>) Bordered greys 13 ^er cept. 
(c) Bleached^ (white) goods 8 per cent, (d) Coloured (printed, dyed 
or woven) goods 34 per cent. 

§14. Working and results of the IndorJapanese Trade Agree- 
ment ( 1934 ). — ^The conclusion of the Indo-Japanese IVadc Agreement 
of 1934 remowd the ill-feeling prcvailin^^ in both the countries and 
brought relief to the cotton grower, the cotton merchant and, to 
certain extent, to the mill-owner in India. The greate.si: gain* 
from the Agreement was secured by the Indian cotton grower, 
• who succeeded in exporting to Japan cotton in quantities appreciably 
larger than the quota fixed under ithe Agreement. The betterment 
of his economic piosition was also calculated to help the local textile 
industry since the masses are the largest consumers of local 

fabfics. 

Japan al.so realized substantial advantages. In the first place, 
she secured the most-favoured-nation treatment (which incidentally 
has adversely affected some of the nascent and minor industries in 

this countr^^J. 7 'hc reduction in the customs duty .on Japanese 

exports of piece-goods to India from 7^ -per cent to 50 per cent, 
which, in the opinion of Indian mill-owners, gave inadequate 
protection to the industry, was also ’ another big gain to 

Japan. 

From the Indian standpoint the Indo-Japanese Trade Agreement 
of 1934 was adversely criticized, and the feeling in the country was 
that India did not come off well in the bargain. The* greatest 

dissatisfaction was expressed against the working of the quota 

system. The non-official advisers to the Government of India in 
the Indo-Japanese traSe parleys for the renewal of the Trade 

Agreement, which began in July 1936, declarecf that the quota 

arrangement had failqd to maintain the price level in the cotton 
textijp industry arvi had lent itself to a cpnsiderable amount of 
evasion. The Japanese as well as the Jlndian merchants^ in Japan 
promptly took advantage of the loopholes in the quota system, and 
thus frustrated its main object, namely the limitation of the amount 
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of cloth coming from Japan. Fents^ were outside tlje quota, and 
thoilgh Japanese manufacturers and exporters did not send any con- 
siderable quantity of cloth in this form, Indian merchants in Japan 
developed a big trade in it in recent years. So also artificial silk 
goods were not included under the* quota, and large quantities of 
them were imported into India ftom Japan. Another ingenious 
mdftiod adopted by Japanese exporters to, circumvent the quota 
arrangement was to send made-wp cotton goods such as shirts, 
dresses, skirts, etc., .which have* in recent ^ears flooded the Indium 
market. It was also alleged that considerable quantities of Japanese 
piece-gfiods, re-exported from Jndia to Afghanistan and Nepal, were 
smuggled back across the border into British Indian territory. Thus 
it was siiown that Japanese exports to India had in spite of the 
Protocol increased, an.d thus defeated its agreed purpo*se. The 
linear yard basis had been abused, and cloth of greater width had 
been exported to India. 

It \yas further pointed out that Japan had taken full .advantage 
' of the most-favoured-nation clause in the Agreement, aAd hqd 
dumped large quantities of cheap miscellaneous fhanufactured goods 
such as glassware, boots, shoes, hardware, woollen goods, cycles* 
and umbrellas. This had adversely affected the position of a 
number of small nascent Indian industries and handicrafts. Customs 
statistics showed that the imports of miscellaneous Japanese products 
into India had in recent years* risen by several crores of rupees, 
so that Japan’s adverse balance of trade with India had been wiped 
out. Japanese purchases of Indian pig-iron, jute and oilseeds had 
considerably diminished. On the other hand, the range of 'goods 
imported from Japan, as also the quantities imported, had 
appreciably increased. Jt was, therefore, argued that a compre- 
hensive trade agreement was necessary rather than an agreement 
restricted to the barter* of raw cotton against cotton piece-goods. 

As reg*ards the large purchases of Fndian cotton made by Japan 
in excess of what the Protocol contemplated, it was urged that 
Japan bought all this cotton not as a favour to India, nor under 
compulsion under the Protocol, but because she wanted a cheap 
raw material. During 1934-5, the first complete year since the 
operation of the Indo- Japanese Trade Agreement, she bought 
2,010,600 bales of Indian cotton. Her average cotton takings from 
India for the prjcvious ten years were a million and a half bales. 
It was, therefore, maintained by non-official^ commercial opinlbn in 
India that the minimum off-take of Indian cotton by Japan should 
be increased from i million to at least ij million. It«ivas argued 

• c 

* Fetits are rejected cuttings of cloth pieces which are imported at a 
smaller customs duty, being below the standard length. 
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that the cotton oif-take of Japan would not diminish for some years 
unless thS Japanese replaced cotton in their industries by staple fibre. 

New Indo-Japanese Trade Agreement ( 1937 ). — ^All these 
points of criticism against the Indo-Japanese Trade Agreement of 
1934 received^ a great deal of attention during the protracted 
negotiations which commenced in July 1936 for the renewal o^thc 
Trade Agreement of r934 which was to expire on 31 March 1937. 
The non-official Indian advisers' to the ^Commerce Departnfent of 
the Government of India, who met ia Simla* in July 1956, were 
united in their demands* unlike on the previous occasion in 1933. 
In the frst^placo, it was recommehded that w^hjlc the agreemeht 
concerning the Japanese off-take of Indian cotton should continue 
as at present, there should be a substantial reduction (say by fifty 
million yards) in the quantities of JapaAcsc cotton piece-goods 
imported into India. It was also urged that there should be a 
quota for fonts aqd that it should not exceed an anvnint equal to 
2^ per cc^t of the general cotton piece-goods quota. It was* further 
proposed that to check the growing imports of artificial sill^ piece- 
goods into India from Japan, these goods should be included in 
the general piece-goods quota. The same procedure should be 
adopted as regards made-up cotton-cloth garments. The quota 
should be fixed on the square-yard basis instead of the linear yard 
basis. A further recommendation was that low^-gradc Japanese 
yarn (that is, yarn of staples up to 50s) should be subject to a 
quota. Finally it was urged that under the new agreement there 
should be cither quotas for imports of miscellaneous goods, or such 
higher specific import duties as would protect the small home 
industries 9^ India. 

After negotiations lasting for nearlv ^linc months, the revised 
ladop-Japanese Trade Agreement was initialled on 12 April 1937 and 
was subsequently formally signed in Lonefon. ft came^into force, 
however, from i April 1937 and is to have effect until 31 March 
1940. 

As regards the Trade Convention the status (juo has been 
preserved and Japan is thus assured of the most-favoured-nation 
treatment for a period of three years. 

The new cotton Protocol is substantially the same as the old 
one except for a few m®odificalions, some of wh'ich were necessitated 
by the separation of Burma from India from i 'April 1937 * 
annual basic import qiipta of Japanese piece-goods has been reduced 
fron>^ 325 million yards to 283 million yards against the purchase 
by Japan of Indian raw cotton of one njillion bales. The; reduction 
of 42 million yards in the import quota was effected in view of 
the shrinkage of the Indian market following the separation of 



648 


Indian Economics 


Burma from India. Similarly, the maximum limit Qf imports of 
cottom piece-goods, which is conditional on Japan’s taking million 
bales of raw cotton from India, has also been reduced from. 400 
to 358 million yards. 

In the new Protocol, the coloured piece-goods have been sub- 
divided into thfe categories of (i) printed goods and (ii) dyed or 
w(\/en goods, and the percentage quota apportioned to coloured 
piece-goods has been increased from 34 to 37. The total quota 
has bceA allotted as*bctweei? the 'several categories in the following 
percentages : (^/) plain greys, 40 per cenf, {h) bordered greys, 13 
pcf cenf, (c) bleached (white) goods, 10 per cent, (d) colpure^ printed 
goods, 20 per cent, and (e) coloured dyed or woven gioods, 17 per 
cent. 'Fhe basic quota of cotton piece-goods is exclusive of the 
cotton fenls, but Japan* has undertaken to limit imports of cotton 
fents into India to 8,950,000 yards annually. The (lovernment of 
India have a^grecd that customs duties on coltpn fents shall not 
exceed *35 per cent ad valorem. 

a critical estimate of the new Indo- Japanese Trade 
Agreement (1937), — The new Agreement with Japan, which has 
been in force since i April 1937, is essentially a compromise and 
has failed to satisfy the commercial community in Bombay as well 
as the Indian textile industry. It is fell that the Agreement falls 
short of the unanimous and reasonable recommendations made by 
the non-official advisers to the Government of India and that it is 
not better than the old Agreement of 1934. The Government of 
India could have secured better terms, including protection of the 
minor industries, which have been suffering owing to Japanese 
competition. . The Trade Convention * has been contioyed on the^ 
existing basis without reference to the demand for protection against 
Japan put forward on behalf of the small indigenous industridfe. 
The slattis quo ha^ thus teen preserved in the general trade relation- 
.ship between the two countries. The Agreement is to that extent 
a gain for Japan. 

As regards the cotton Protocol, the main difference from th§ 
previous one is, as explained above, necessitated by the separation 
of Burma with .whom Japan has already concluded an agreement 
under which the Burmese quota for Japanese piece-goods has beeq 
fixed at 42 million yards. The Indian quota has accordingly been 
reduced by an equivalent amount. It should be borne in mind, 
however, that Burma’s requirements as judg^^d from the figures, of 
the previous two years arc about 70 million yaqds annually, yhich 
was included in the basic ^ quota of the old Protocol. 'Since the 
separate Burmese quota has been fixed at 42 million yards only, India 
will have to absorb 28 million extra yards, as her quota is reduced 
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by 42 millign yards only and not by 70 million yards as it ought 
to have* been. Of course, the off-take of Indian cotton by *Japan 
has not been reduced, but this, it is argued, is immaterial since 
Japan needs Indian cotton to manufacture her large cotton piece- 
goods exports. True, Burma will be an open market, but India 
will have “to 'compete there with ^foreign cohnlridb and especially 
with Lancashire. WJiile the subdivision of the category of colwied 
piece-goods is to India’s advantage, the increase in the pe«:entage 
guota of this category is not jifstifialjlc having regard td the fad 
that Japan .is a serious ‘rival of India in thi§ variety of goods. 

It is also unfortunate that cotton fonts hjive not beerf included 
in the quota of cotton piece-goods, although it fs some consolation 
that the maximum quantity of cotton fents that may be exported 
to India annually is limited to 8,950, oooi yards, i.e. 2^ per cent 
of the quota of cotton piece-goods. But the promise of the 
Government of India that the customs duty on cotton fents will not 
exceed 35 per c(‘nt ad valorem \ ('onsidered unfavourable to India. 
^ The exclusion of silk fents and artificial silk piece-goods from 
the scope of the’ Agreement has fteen adversely criticized. But 
the Indian mill industry and the indigenous silk industry have been 
assisted by the recent (1937) Department Notification 

prohibiting imports of aitificial silk fents into India and the raising 
of the import duties on artificial silk piece-goods by an average of 
an» anna per square yard. ’ 

Some of the suggestions made by the non -official advisers have 
not been accepted; for example, no quota limitation has been 
placdd on the extraneous imports of made-up goods, towellings, 
cotton blankets, and re-exports over India’s land frontiers to the 
• neighbourmg markets of Nepal and -Afghanistan. 

, Disappointm’ent was also felt that the Government of India 
did not take the oppoitunity offered by ’the Trade Agreement to 
check the intrusion of Japan into the coastal shipping trade of 
India and to ensure for India a fair share in the carrying trade 
between Japan and India. 

In justification of the new Indo-Japanese Agreement Jt may be 
said that the interests of the cotton grower had to be safeguarded 
first, and in view of the threat of Chinese cotton strengthened by 
'the new five-vear plan it is gratifying that iPhe off-take of Indian 
cotton for three years has been stabilized.' In this connexion we 

* It should be noted, * however, that owing to the Sino-Japancse hostilities 
and %he difficulties Experienced by Japan in commanding foreign exchange, 
she has considerably reduced her purchases of indian cotton, the figsre of export 
from India being 1,359.092 bales of cotton in 1937-8 as compared with 
2,426,049 bales in 1936*7. 



Indian Economics 


650 

should do well to remember that India- at present need® an effective 
outlet for much of the cotton she grows. The Indian milfs absorb 
roughly 50 per cent of the five million bales of cotton produced jin 
the country. Although theie is some scope for the expansion of 
the Indian cotton textile industry, and although Lancashire Tiiills 
are jising more* Indian cotton .than before, it calinot'be denied 
thafc. there will continue to be a substantial export surplus of 
Indian 'cotton. The continental demand for Indian cotton is not 
guaranteed and will not in* any case absorb more than a small 
percentage of our cotton. Japan is today the largest single buyer 
of 'Indian cotton ^nd therefore,* to a certain extent, holds .the key 
position. It is not altogether wise to assume that Japan must 
and will buy our cotton. She has alternative sources in America, 
China and Egypt. At 'the same time our position as sellers of 
cotton to Japan is not so weak that Japan can dictate terms 
to us. . , 

, On the whole, the new Agreement is not worse tharf the old 
one, and India’s position is strjonger under the reyised Protocol. Ilf 
is felt, however, that the Government of India could have utilized 
our bargaining power to the fullest extent in India’s interests. Also 
it would have been very desirable if instead of a barter agreement 
of raw cotton against cotton piece-goods, a compreheitsive trade 
agreement, including proper safeguards for the nascent small 
industries of India like glass and glassware, hosiery, soap, enamel 
ware, chemicals, etc., had been concluded with Japan. Owing to 
Japan’s preoccupation with the Siiio-Japanese war, the tensi9n of 
the Japanese competition in the Indian market has been somewhat 
relaxed for the time being. But at any moment that* competition ^ 
may once again become heute. 

§17. The Bombay-Lancashire Textile Agreement (Mody-Led^ 
Pact) . — ^At, about the time the negotiations for the Indo-Japanese 
Trade Agreement (1934) were in progress, following the conference 
between the representatives of the Indian and British cotton textile 
industries in Bombay in September 1933, an understanding was^ 
reached to which the respective parties were the Millowners** 
Association, Bombay, then presided over by Mr fnow Sir) H. P. 
Mody and the British Textile Mission to India led by Sir William, 
Clare Lees. This agreement is popularly called the Mody-Lees Pact. 
There were sharp ‘differences among the representatives of the Indian 
textile industry, and the attempt to secure at common front failed. 
It was, however, found possible for Lancashii^e to conclude an 
agreementf with the Millpwners’ Association, Bombay, which 
represented nearly 50 per cent of the total looms and spindles 
installed in the country. 
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The main features of the agreement which was signed^ on 8 
Octobei^ 1933 Bombay and which was to remain in operation 
till 31 ^ December 1935, were as follows : 

(i) It was agreed that the Indian cotton textile industry was 
entitled to a reasonable measure of protection against the imports 
of the United Kingdom yarns and. piece-goods. If* was also ^reed 
that under the present conditions, owing to lower costs and ptlier 
factors operating in foreign ‘countries, the industry required a 
higher level of protection against them I hall against tHe United 
Kingdom. . 

(ij) As regards cotton piecc-g^ods, it was agreed th?it, if •and 
when the revenue position of the country made* it possible for the 
Government of India to remove the general surcharge on all imports 
imposed in October 1931, the Indian sicKi ivould not make fresh 
proposals with regard to the duties applicable to the United 
Kingdom imports. 

. (iii) A lower scale of duties on cotton yams and artificial silk 
.piece-goods imported into India from Lancashire was agreed to 
on the Indian si 3 e. * 

(iv) In so far as the Empire and other overseas markets w^erc 
concerned, it was agreed that any advantages which might be 
arranged 'for British goods should be extended to Indian goods, 
and that India should participate in any quota which might be 
allocated to the United Kingdom* in markets in which India had 
no independent quota. In respect of overseas markets in which 
the Indian mills were without established connexions, it was agreed 
that* the Manchester Chamber of Commerce should use its good 
offices to .luring about contacts between Indian manufacturers and 
British houses already established in those markets. 

• (v) In regard to raw cotton, an undertaking was given that 

the British Textile Mission would be *prepaflrcd to recommend 
effective action being taken to promote the use of the Indian raw 
material and keep the Indian side regularly in touch w^ith develop- 
ments. It w^as further agreed that other avenues of co-operation 
•in this field should be explored in the interests of the Indian cotton 
grower. 

The Bombay-Lancashire Agreement was the first attempt to 
achieve by agreemeiTt the co-ordination of Indian and British 
interests. In the judgement of some people, the Agreement had 
abundantly justified itself. It had brought about a very considerable 
inclose in the off-take of Indian cotton by Lancashire (thanks to 
the efforts of the Lancashire Cotton CJommittee to bring about an 
increased use of Indian cotton in Lancashire mills), and thus 
conferred much benefit oil the Indian agriculturist. (See however 
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note on p. 654.) It had further earned the sympathy of Lancashire 
for the progress of Indian constitutional reforms ; and had demon- 
strated the way British and Indian commercial interests could live 
together in q spirit of friendly rivalry instead of in the old atmosphere 
of mutual suspicion and distrust. Lancashire had also frankly 
recognized the deed for adequate protection to the Indian textile 
indi^stry as against itself, and offered its good offices to promote 
the interests of the Indian textile industry in overseas and colonial 
markets. 1 . 

On the Ollier hand, the critics of the •Agreement argued that 
it .had nbt the support of the •whole Indian textile industry and 
that, while India *had conferred substantial and defii\ite benefits 
(i.e. ri'diictions in duties on cotton and artificial silk piece-goods) 
on Lancasliire, the latter* merely made certain promises without any 
definite commitments. The Agreement had meant the withdrawal 
of much of the protection previously enjoyed by thj" Indian industry. 
As to overseas markets, since the Bombjiy mills were lAiable to 
stand unaided even in tlie home market, they could hardly be* 
expected to make much headway in the overseas markets even w'ith 
the help and good-will of Lancashire. Lastly, as regards the use 
of Indian cotton by T.,ancashirc •mills, the Agreement merely held 
out a vague promise and did not require Lancashire ‘to buy a 
minimum quantity of Indian cotton as in the case of Japan. 

§18. Lancashire delegation to India (1938). — We have already 
(ch. ii, §12) .seen that the Indian Tariff (Textile Protection) Amend- 
ment Act, which became law on i May 1934, gave statutory effect 
to the scale of duties w^hich had been agreed to under the Mody- 
Lecs Pact agd to the Indo-Japanesc* Agreement of • 1934. We ^ 
have also pointed out (ch. ii, §13) that in accordance with the 
recommendations made by the Special Textile Tariff Board (1935-6)*, 
wdiich reviewed the? tariff rates on British goods on the expiry of 
the two years covered by the Bombay- Lancashire Textile Agreement, 
the duties on British cotton piece-goods were reduced from 25 to 20 
per cent in the case of plain grey goods, the duty being 25, 
per cent in the (;asc of printed goods. The level of duties on* 
non-Britifih cotton piece-goods remained as under the Act of 1934 
at 50 per cent ad valorem. , 

The question of further revising the duties on Lancashire piece- 
goods imported into India and of generally regulating that trade 
in relation to Lancashire’s purchases of Indian cotton recently (May 
1938) came into prominence during the textile negotiations at l^mla 
between t|je Lancashire deiggation headed by Mr A. D. Campbell 
and the Indian non-official advisers (led by Sir Purshottamdas 
Thakurdas) who have been dealing with the proposed Indo-British 
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Trade • Treaty. As we have already pointed out (see §1^) the 
negotiatTons for the revision of the Ottawa Agreement have been 
hapginp* fire'fbr the last two years and more. When the Indian 
non-official advisers were in London in the summer .of 1937, it 
becaime evident that the crux of the Agreement lay in a settlement 
with Lancashire. This explains t^yc decision of Lancashire to send 
out a delegation to 4 ndia to explore the possibilities of obtaining 
a small but definite share of the -Indian market for her piece-goods in 
exchange for purchase of IndiaiT cotton tfs* part of thfc general 
Indo-British trade treat/. The reduction in tjie duties on Lancashire 
piece-goods^ in June 1936 has not helped Lancashire in in&intaiokig 
her position in the Indian market. In 1937-8 iTancashire was able 
to export to India 343 million yards (266 million yards excluding 
Burma) only as compared with 1,500 million yards ten years ago. 
Hence Lancashire is anxious to secure for herself a small but 
tangible shace of the Indian market. 

• §19.* Breakdown of the Simla textile talks. — ^Therc were three 
.principal issues involved in the recent textile talks at Simla. The 
question of the quota of piece-goods to be allotted to Lancashire, 
the fixation of tariff duties on Lancashire imports, and the question 
of purchase of Indian cotton by Lancashire in consideration of the 
quota of • piece-goods allotted to her in the Indian market. It 
appears that Lancashire at first required a guaranteed market 
for about twice as much cloth as is sold now and an elastic (sliding) 
scale of duties (ranging from 17^ per cent I0 7} per cent) to give 
the certainty that it was purchased. This meant a substantial 
reduction in the duties even below the level of revenue duly, viz. 
15 per c,ept. As regards • the purchase of Indian cotton, the 
Lancashire delegates were prepared to give an assurance that they 
«vould as in former years do their best to buy increasing quantities 
of Indian cotton but they were not willing* to giVe a definite written 
undertaking to purchase rf substantial specified quantity of Indian 
cotton every year. 

Lancashire's general argument was that the offers made to India 
dn other directions in the course of the negotiations for. a revised 
Indo-British Trade Agreement were very good value having regard 
to the world economic conditions and the recent trend of the 
'merchandise balance 8s between the two countries, which was not 
only even, but actually in favour of India. 

• bn the Indian si 4 e, there was no opposition to the Lancashire 
demand in principle, and it was recognized that it was highly 
desirable to ensure a growing outlet for^ Indian cotton in Lancashire, 
especially in view of the uncertainty regarding Japanese purchases 
of Indian cotton. But the textile talks at Simla broke down 
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towards the end of May 1938 owin^ tc' the wide gulf between the 
view-points of the two sides. The Indian non-ofticial 'advisers 
were opposed to the principle of an elastic scale of* ihiport duties 
on Lancashicc piece-goods and to any reduction of the tariff /ate 
below the average level of 15 per cent, which is regarded as. the 
minimum duty foV an Industry supposed to be protected. ‘Nor were 
they^nclined to accept Lancashire’s demand fo» a quota at twice the 
present •level of imports. Lancashire’s reluctance to agree to a 
guaranteorl off-take cf Jndiqn cotton and her mere ‘ good-will 
assurance to encourage the use of Indian* cotton failed to evoke 
entlyisiasfti among the Indian delegates.^ 

In spite of the 'intervention of Sir M. Zafrullah Khajn, tlie gulf 
between the two sides could not be narrowed. The textile talks 
had to be abandoned and the Lancashire delegation returned to 
England in May 1938. The matter was then taken up by Mr Oliver 
wStanley, President of the British Board of Trade, w'ho .declared that 
it was not possible to conclude a trade agreement with India unless 
there w’as a satisfactory settlement of the cotton question' and, 
fair treatment could be obtained for British cotton goods in India. 
Later Sir M. Zafrullah Khan resumed the negotiations. He specially 
flew to England in June 1938 to .have further talks, which resulted 
in the British Board of Trade making a revised offer. Fjfom lobby 
conversations in Simla, it would appear that the British Board 
of Trade wants a reduction in the present scale of duty to 15 per 
cent and an import quota of 500 million yards maximum and 350 
million yards minimum for Lancashire. As regards the off-take of 
Indian cotton, the British Board of Trade offers no guarantee, but 
only gives the assurance to consume 400,000 to 500,000 bales 
annually.^ 1 

The non-official Indian advisers, after considering these terms 
submitted their Report to the Government of India on 7 September 
1938, rejecting them by a majority of five against two. The 
Government of India is at present (October 1938) considering the 
issues raised in this Report. 

Although it is not possible at this stage to say the last word on 
the Lancashire cpntroversy since the details of the latest proposals 
brought by the Commerce Member have not yet been made officially 


Mt is noteworthy that uhile India exported to the United Kingdom 456,^42 
hales of cotton in 1935*6, and as much as 622,423 bales in 1936-7, in 1937-8 
the amount purchased by Lancashire declined to 395, 102 ' bales. Xhe spurt in 
1936-7 thus appears to be temporary. 

^ See article by A. S. Aiyangar, ' The Crisis in Indo-Rritisfa Trade Relations 
T/t€ Indian Textile Journal (September 1938). 
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available to^the public^ a f^w general observations may be made. 
The^Laacashire expectations appear to be pitched far too •high. 
The range o£ oompetition between the goods sent by her and those 
ntanuf^tured by Indian mills is growing, and Indian costs of 
production have steadily fallen. A reduction of the import duty 
will not materially help Lancashire unless it is»very»drastic, which is 
not feasible as the Indian textile industry is a protected indu'Str}.^ 
1 he real trouble is the •inability, of Lancashire to quote competitive 
rates in comparsion with the quotations foi* .Indian and ^ Japanese 
piece-goods in the Indian market, which is essentially a price market. 

1 hen again the Indian textile industry is entitled to a cer^iain right 
of cxpifnsidli and the claims of the handloom industry also cannot 
be ignored.* 

LaiH'ashire^s offer to buy Indian cotton is not very tempting. 
In the first place, it is well known that Lancashire requires mostly 
long-staple cotton. Now the demand for such cotton by Indian mills 
is rapidjy incrcasling and the questions arise whetKer Lancashire 
is prepared to absorb a proportion of the other varieties and what 
supply of long-staple cotton U likely to be available. As it is, India 
is importing a growing amount of long-staple cotton mostly from 
East Africa, and it is certainly desirable to replace this by home- 
grown cotton. Having regard to the uncertain demand for Indian 
cotton in foreign markets it has been suggested that it would be 
desirable for India to increase the internal consumption of her cotton 
by further expansion of her textile industry and development of 
export markets for her surplus mill production.* The whole question 
has now to be considered in its wider relationship to the Indo-British 
Trade Treaty, and we can .only wait upon lime until this knotty 
' problem \S *solved. , 

§20. The Indo-British Trade Agreement ( 1935 ). — The Bombay- 
Lancashire Agreement (1933) follow^ed up by the Indo-British 
Trade Agreement in 1934 (actually signed on q January ^935). The 
Agreement was supplementary to the Ottaw'a Trade Agreement (193^) 
and w^as to be in force during the currency of the latter Agreement- 

• 

» It should also be borne in mind that the textile Industry in ^India has 
had recently (1938) .to grant an increase in wages on the •recommendations of 
.Provincial Labour Textile Enquiry Committees. Moreover, so far as the finer 
fabrics manufactured by Iifdian mills are concerned, they have to pay yi cent 
duty on foreign (long-staple) cotton, which has to be imported for the purpose. 

*^he feeling among some representatives of Indian cotton-growers appears 
to* be tha*t the breakdoH^n of the textile talks at Simla was due to the 
unreasonable attitude -of the representatives of the Indian textile industry, who 
were opposed to allow Lancashire a quota of ®iece-goods limited tot the average 
of the last three years. It is felt that the point of view of the cotton-grower 
has not been adequately represented. 
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The following are the principal undertakings on the^ part of the 
signatories : 

(i) It is recognized that while protection to an Indian industry 
may be necessary in the interest of the economic well-being of India, 
the condtions may be such that an Indian industry requires a higher 
level of protection against foreign goods than agajrfet imports of 
Unitfd Kingdom origin. 

(ii) His Majesty’s Government recognize that under existing 
conditionf^ import duties constitulfe an indispensable element in the 
revenues of the Government of India and that revenue considerations 
mpst be ‘given due weight in fixing the level of import duties. 

(iii) The Government of India undertake that protection will 
be afforded only to such industries as after due inquiry by the 
Tariff Board have, in the opinion of the Government of India, 
established claims thereto in accordance with the policy of discri- 
minate protection. The measure of protection to be afforded shall 
be only so much as, and no more than, will equate prices of imported 
goods tp fair selling prices for similar goods produced in Lidia,' 
and subject to this condition, lower rates of duty whenever possible 
shall be imposed on goods of United Kingdom origin. 

(iv) When the question of the grant of substantial protection 
to an industry is referred to the Tariff Board, the Government of 
India will afford full opportunity to any industry concerned in the 
United Kingdom to state its case and answer cases presented 
by other interested parties. The Government of India further 
undertake that in the event of any radical change in the conditions 
affecting protected industries during the currency of the period of 
protection, they will on the request of His Majesty’s Government, 
or of their own motion, cause an inquiry to be made as to the 
appropriateness of existing duties from the point “of view of the 
principles laid down in Article (iii) above, and that in the case of 
such an inquiry full consideration will be given to any representation 
which may be put forward by any interested industry in the United 
Kingdom. 

(v) His Majesty’s Government will give consideration to the 
steps that might i be taken to develop the import from India of 
raw or semi-manufactured materials used in the manufacture of 
articles which arc subject to differential import duties in India. 
They also undertake to fake further steps to stimulate the use of 
Indian cotton (in pursuance of Article 8 of the Ottawa Agreement) 
in all possible ways, including research, conimercial investigatidh, 
market liaison, and industrial propaganda. 


^ See ch. i, pp. 9-10, n, 2. 



Ottawa and other Trade Agreements 657 

(vi) His Majesty’s Government undertake to continue the 
privilege^ of • duty-free entry 'of Indian pig-iron into the lJ[pited 
Kingdom so long as the duties on articles of iron and steel imported 
from th£ United Kingdom into India are not less favourable than 
those provided for in the Iron, and Steel Protection Act^ i934* 

B5^ an exchginge of notes, Hi§ Majesty’s Government undertook to 
invite the Governments of the Colonics and Protectorates to accord 
the same favourable fre^ilmcnt to Indian cotton goods as may be 
proposed for similar ynited Kiiy;-dom ,cotton goods in order to 
facilitate their sale in competition with foreign cotton piece-goods. 
Likewise the Government of India undertook that as soon as the 
second surcharge comes off as a general measurjp, the tariff rates 
on the United Kingdom cotton piece-goods would be reduced to 20 
per cent ad valorem or annas per lb. on plain grey goods, and 
20 per cent ad valorem on other goods, provided that, on the expirj 
of the period of the Bombay -Lancashire Agreement of 28 October 
1933, the duties on the United Kingdom goods for the remaining 
period, of protection would be fixed on a review of conditions then 
Existing and in t^c light of such e^xperienee as may have been 
gained. 

§21. A critical review of the Indo-Britisli Trade Agreement 
( 1935 )* — ^The Indo-British Trade Agreement had a hostile reception 
in the cobntry. The business community felt aggrieved that 
commercial opinion in India had not^bcen consulted. The Legislative 
Assembly, when called upon to take into consideration the new 
Agreement, passed a resolution for its termination (January 1935). 
The Qflicial defence put forward by Sir Joseph Bhore was that the 
Agreement was merely a formal statement of the principles and 
ipractices of -discriminating protection which had from ’time to time 
received the approval of the Indian Legislature. There was no 
necessity to consult commercial opinion qs no ^ new departure of 
principle or practice was involved. The Fiscal Autonomy flonvention 
was not changed, nor was the policy of discriminate protection. 
The Agreement was justified on the ground that while British 
interests did not desire to question the existing policy regarding 
discriminate protection, etc., they wished Indian pbJicy to Be defined 
and clarified so that there would be no misunderstanding hereafter. 
The Agreement, it wa^ maintained, ‘ implemented implied promises 
given at Ottawa and the definite promises given to the Clare Lees 
Deputation *. The Agreement conferred on India material benefits 
under Arficles V and ®VI, regarding the increased consumption of 
Indian cotton and of raw and semi-raw materials, and the 
privilege of duty-free entry of Indiana pig-iron into tlfe United 
Kingdom. India was also promised a share in such facilities as 
42 
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might be granted to British cotton goods by the Colonies and 
Protectorates. 

On the other hand, the representatives of non-official commercial 
opinion in India strongly criticized the Agreement on the« grajnd 
that it whittled down the Fiscal Autonomy Convention, asr also 
valuable principles of discriminate protection established^ since *1923. 
TJieec was also absence of reciprocity, the Agreement being drawn 
mo^j in the interest of the United Kingdoin ^than of India. While 
India *guve certain delinijte undertakings, , the United Kingdom 
merely Rffcrcd to consider 'various steps that might be taken lo 
develop ^the use of Indian cotton, etc., and extended certain vague 
pVomist's to India. of little or no material use in the near fifture. 

It vv<is also argued that the Agreement enunciated principles far 
more dangerous than any quotas or reductions in the percentages 
ol duties. It was not desirable to reopen the qucstioji of protection 
when once it had been granted for a definite period, especially at 
the instance of the United Kingdom. Such a policy was likely to 
be an Impediment to the industrial development of Indfa ^nd ro 
hampd^ the starting of new industries. 

The defenders of the Agreement maintained that even under 
the new Agreement India retained complete freedom to control her 
tariffs. As regards the reopening of the question of protection, it 
was pointed out that the Government of India had nevef abandoned 
the duty of rc-investigating the case of an Indian industry^ if 
radical alterations occurred in the conditions affecting the industry. 
Sir Joseph Bhore also added that Indians had a statutory right 
under the British Import Duties, Act of putting their case before 
the Board of Trade in the United Kingdom. 

§22. Thu new policy of bilateral trade agreements. — ^An out- 
standing feature of the history of recent commerciaL policy , especially 
since 1932, has been the increasing activity displayed by a number 
of trading^ countries, particularly in Europe, in the conclusion of 
short-term bilateral trade agreements. This offers a striking contrast 
lo the old trade policy, based on the most-favoured-nation principle 
which was until recently widely in operation. c 

Of the many ‘types of bilateral agreements the most common 
are: (i) CleariAg and (ii) Compensation or Barter Agreements. 
The latter provide for the direct exchange of goods and thus obviate 
the necessity of devising means of ^payment. Such agreements may 
be entered into betw'cen two Governments or two private persops or 
firms in the two countries. The clearing agieements do dot specify 
. the particular commodities to be exchanged. tThey are designed 
mainly to» regulate bilaterak trade so as to produce as far as possible 
an exact balance of exports and imports and to regulate foreign 
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exchange.' It is no doubt^ still customary to insert the most-^ 
favopred-nation clause in such bilateral agreements; but the dpera* 
tion the clause is rendered nugatory by the simultaneous inclusion 
of l>rovisions relating to financial and quota arrangements, industrial 
undertakings, regional preferences, etc. 

§23. The movement for bilhteral agreements in India. >-The 
business community in India views with great alarm the deterioration 
of India’s trade balance in mefclhandise ifi recent years o^ying to 
the imposition of various restrictions by India’s foreign customers 
especially in Europe in the form of prohibitions, monopolies, quotas, 
exchange restrictions, license systems, etc. *^The general tendency 
to planned trade on the basis of trade treaties and the example' of 
the United* Kingdom herself in concluding such treaties have 
strengthened the movement in India for a comprehensive policy of 
trade development through bilateral trade agreements. The Govern- 
ment of India are being urged to enter into bilateral agreements 
with all the important countries with which India has commercial 
relations, especially with Germany, Italy, Iran and Turkey, who^C 
policies of regulated commercial exchange have liad* particularly 
serious repercussions on India’s export trade. The issue before the 
country is : should India abandon her traditional policy of the 
universal most-favoured-nation treatment in favour of a system of 
bilateral t*^ade agreements? Point has been lent to this controversy 
by the vote of the Legislative Assembly (March 1936) in favour of 
the termination of the present Ottawa Agreement and the adoption 
of Mr Jinnah’s amendment to the Government motion recommending 
that the Government sho&ld examine the trend of India’s trade with 
a view to entering into bilateral trade treaties.® 

§24. The case against bilateral agreements. — ^While the Govern- 
ment of India seem thus to be committed to the policy of bilateral 
treaties, they are not convinced of the desirability of adopting such 
a policy. In their judgement nothing in the study of the world 
economic conditions in the past few years, or in India’s present 
circumstances, has shown that any departure from the accepted 
policy is necessary.® It is urged that India’s export trade consists 
mainly of comparatively few raw’ materials sent to the great world 

* See Press Note* III on Indians Foreign Trade Policy (1936) issued by the 
Director of Information yith the Government of India; also Paul Einzig, 
Exchange Control, pp. 131-2. 

* See §9 above. ’ 

The grounds on whi^ this conclusion is based have been set*' forth in the 
Press Notes issued in March 1936 by the Director of Information with the 
GoveKiment of India’’ regarding India’s foreign trade policy. See also B. K. 
Madan’s article, * Bilateralism and Indian Trade *, Indian Journal df EconomU^ 
(July 1938). 
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markets, and it is essential for her prosperity that she shoi^ld have 
a fa^/burable balance of trade and should have, to the greatest extent 
possible, free and unrestricted access to these markets. Shtf can 
therefore ill afford to risk the closing of any door now opefi to lifer 
by virtue • of most-favoured-nation rights. Not only do bTlateral 
tradevagreements tend to produce immediate diminution of the total 
trade of the contracting parties, but the diversion of trade from its 
natura^ channels is also likely t6 inflict serious damage on third 
parties. ^The policy of preferring a favourable balance to an increase 
in the total volume of trade must lead to the extinction of all trade 
balancescand the permanent shrinkage of international trade. India 
stands to lose rather than to gain by adopting a policy vchich at best 
would reduce her foreign trade to a balance of exports and imports. 
Restriction of imports, it is maintained, may be a regrettable neces- 
sity in the case of ‘ distress * countries like Germany, Jbut the adoption 
of such a measure by reasonably prosperous countries like India 
would be sheer defeatism. 

As regards bilateral agreements with countries like Germany, 
Italy, Iran and Turkey, we arc invited to bear in mind, in the first 
place, that India has normally a favourable balance of trade with 
these countries, i.e. she sells more to them than she buys from 
them. A country which is prepared to restrict its imports will always 
drive a hard bargain with another anxious to sell. Mcr.eover, the 
exports of these countries to India would directly compete with ,the 
products of Indian industries. It must also be borne in mind that 
India no longer holds a dominant position in the world’s markets 
as a supplier of food and raw materials. For instance, Germany 
is now obtaining large quantifies of raw materials formerly bought 
from India from countries with whom clearing agreements have, 
been made. Thus cotton is being obtained from Brazil, Peru, Egypt 
and Turkey, hides and skins from South America, oil-seeds from the 
Argentine and the French Colonies, and, so on. Allowance has also 
to be made for the fact that the uncertain character of the general 
economic conditions and of the currency situation in these countries 
would militate against sound bilateral agreements being made with* 
them. • , ‘ 

Thefe are difficulties to be faced with 'dther countries. For • 
example, France is paying a great deal of attention to the encourage* 
ment of imports from her Colonies and has grown to like the milder 
and more ^elicate-flavourcd China tea better than Indian tea. Again, 
the United States of America is still bent ori its isolationist tactics 
and co^j^gaitrating on internal commerce and development rather 
than on trade. Thus the conclusion of successful bilateral 

agi^ments with these cou*ntries will be a very difficult matter. 
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If a long view is taken, i. must be remembered that India <^nnot 
isolate herself from the world and retain her present importance as 
a^commercial unit. She must seek an outlet for her surplus produce 
in world markets, and her ultimate prosperity is dependent on the 
general prosperity of the world trading community/ Her true 
interest therefore lies in the restoration of the free and unrestricted 
flow of international trade on which world prosperity depends. > 

§25. The need for bilateral agreements. — On the othei* side, 
however, it can be argued that the prospects for world recovery and 
restoration of freedom in international crade arq at present far from 
bright., Tlje present tendencies towards economic nationalism, self- 
sufficiency and bilaterism in trade arc likely to be intensified rather 
than diminished in strength in the near future. In these circum- 
stances, India must fall in with the new policy of trade regulation 
in sheer -self-defence, and she has already made a beginning in the 
Ottawa and “Indo-Japanese Trade Agreements. 

Great Britain and Japan are no doubt two of our most important 
customers and it is highly desirable that we should have Trade 
Agreements with them on as advantigeous terms as we can secure. 
We must, however, as suggested in the Assembly’s Resolution 
denouncing the Ottawa Agreement in March 1936, cast our net 
wide and^fully explore the possibilities of suitable bilateral agree- 
ments with other customers also, such as the United States of 
America,^ Germany, Italy, Turkey, Iran, Canada, Ireland, Australia,® 
Ceylon, T!ast Africa,® Afghanistan* and Egypt,® and endeavour to 
seci][re some relief from the various restrictions to which our exports 


' The Fofeign Secretary in reply to a question in the Simla session (1938) 
of the Assembly replied that cc^-respondence was at present taking place between 
the Government r/f India and His Majesty’s Government in the United Kingdom 
with a view to exploring the possibility of a commercial treaty between India 
and America. 

* The Australian Delegation on their way to London in April 1938 expressed 
a desire to discuss ways and means of extending Australia’s trade with India. 

* India has been importing most of the long-staple cotton from East Africa 
for weaving finer fabrics in her mills and she might as well negotiate for the 
allotment of a pie(;^-goods quota in the East African marjeet. 

* The Government of India and the Afghan Government have recently 
(February 1938) decided fp negotiate a trade pact on the basis of reciprocity. 

" The Government of India have recently (1938) concluded a provisional trade 
agreement with the South African Union on the basis, of the most-favoured- 
iVttion treatment in resgect of those commodities not eligible for preferential 
treatment in virtue of any one or other of the Ottawa sefles of Agreements. 
It nas been the subject of criticism both in the Assembly and outside, the 
defence of the Government of India being tha^ in the absence of the Agreement 
India’s exports of piece-goods, etc., to South Africa would have been subject 
to higher duties under the ne.w South African Tariff Act. 
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to sopie of these countries have latterly been subjected. An, attitude 
of laissez-faire in this matter does not appear to be very helpful at 
the present juncture, and delay will only add to our troubles. •• It 
has been proposed by commercial bodies like the Indian Merchants* 
Chamber, Bombay, that in order tq lay a suitable foundation for 
negotiating trade treaties, India s^iould adopt a scheme for regulating 
her imports and exports with reference to thos^ countries which have 
adopted restrictive measures. At the same time, she should throw 
her full freight in favour of all such attempts as may be made to 
remove the present res^rictioiis on -»vorld trade and to restore to that 
trade even a fraction of the freedom it enjoyed a few y^ars^ago. 
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